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EDITOR’S PREFACE 

This vt#um«t?>ums up worlf; that was commenced in the year 1915 
by a Committee organized by the' Section of Economics ^nd 
•Statistical Science of the British Association. Tln oughout the war 
pcriiW this Comimttec, under the Chairmanship of Profcssof’ W. R;"' 
Scott, S.B.A., of Glasgow, and with Mr. J. E. Allen ;is Sccrctsry, 
accuftmlated^ considerable mass of information’as to the financial 
arrangements of the Goveinment, and the course of’events con- 
«iccb;d.witli Currency and the Exchanges. In order that the 
information thus* collected'might be availalile as .soon as possible, 
■four vohimcs of reports were issiw^d, the first appearing in the 
year 1916 and the last in 1920, Wlien the last volume was issued, 
the offienU of the. Section considtr^d what would be the oest 
course to take, as obviously a good deal of what had" been pub¬ 
lished was fragmentary, and estimated figures, or figures which 
had Iwicu amended, needed to bo brought up to date. The work 
that had to bo done was not only great in itself, but required an 
immense amount of patience, and, above all, experience and know¬ 
ledge of currency and banking conditions, in order that there 
iinight be pAjper control. Fortunstcly one of the members, 

A'll. Gibson, a wcll-knowij autho ji'ty who had made some valuable 
suggestiom to the,Government during the war, very kindly offered 
to co-(*rdiuate and mjke the nec4ssary,i?orrections. ^e hSd col¬ 
lected further informatiVi whiCh would enable him to bring the 
whole of the work up to dakw It was decided to'accept this 
exceedingly generous offer, and Pri^cssor Scott fis Chiyrman, with* 
the Editor, were asked to sec to the'passing o^the proofs th>ouglf 
the Press. The Section owesJMr. Gib.son ifdeepVcbt,(^ gratitude. 
He hi»s put into clear an^ chronological fyrm a very*grcat amount 
of information, some orjvhich might have been lost, most of*which 
would have been very diftcult to obfain. Jt is*all in tljis vfljuijje 
readily available %nd easy to uiTderttand in its full significaSc?.* 
Tlie story Ai^tends frqjn the outbreak of ^le wflir to tfic summer 
of *1921, and*I doubg whether .any other of the economic sph'eres 
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)f the war por,'od with the exception of industry has beenrjpduced 
to a well-ordered or intelligible forni compa*able to this. * 

In a companioif volume. Miss Ashley and Miss Grier have told, 
the story of the replacement of men by women and of the gradu«il 
reinstatement of men after tl>e war. These two records should 
prove of inestimable i^lue, not only to> contemporary investigat(ys, 
but to economists, bankers, and social w^orkers for ma8|', generations 
tp come. ' 

To Mr. Gibson, those who are responsible for this volume wish 
» render their deep sense of gratitude for the, many months of 
aatjent toil that he has given to a iabour of love. j- 

t 

A. W KfRKALDY. 


UNiVERStTY College, 
Nottingham. 
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BOOK-KEEPING ANPv ACCOUNTS 

^DVAKCEB •ACCOUNTS,j Manual of Advanced l^dok-keeping and 
Accountancy for Acco’untarits, Buuk-kcepcrb, ond Business Men. Edited 
by RgoER CARUi^n, M Com , FCA, l.ccturety on Accounlinp. at the 
Umve.Zttv of Manchesii-r lln dcniv 8vn, doUi gilt, 988 pp 7s. fid. net 
AUDITING, ACCOUNTING, VND DVNKIN'I. By Frank Dowifr, AC A . 
^^and E*Mardinor Harris, Ai^soctaie oj the institute e/ Bankers In 
donjy 8vo. cloth „ilt, 328 pp 78. Cd. n't \ 

THE 1'^1>CU*LES OF -AUDITING. A. I’ractical Mady^l Idt Advanced 
• Students and Practitioners By F R M . ,e Paula {of jhe firm of De 
. Paula. Turner, Lake & Co), FC A In demy 8vo.»cloth gilt, 224 pp 
78.6d. net^ . * 

ACCOUNTaMIV. By^F W Pixlky, FCA, BarnsterAit-Law, Ex-President 
of the Insr< <ite oj Chartered Accounmnis In diiny 8vo, cloth gilt, 
318 pp w. r'.,jK't < j 

AUDITOKS : TlllJllt DUTIES AND REAPONSIEiLlTIES. By tic same 
Author Eleventh Ivditmn In tiemy 8vo, cloth ftilt, 732 pp 21s, net 
COST ACCOUNTS m Principle and Pro»ticc i’y A Clifford Ridgvjay, 
FCA -‘In (Ibn.y 8vo, •clotH gilt, with 40 specially prepared forms 
^5 h. net ■’ * 

THEOUY AND FUACTICE OF COSTING. By h \V Newman, AC A 
In demy 8vo, cloth gilt, 203 pp 10s. 6d. net ^ 

COMPANY accounts’’. By Arihur Colfs. FC l With a Picfacc by 
i HARLF.S CoMiNS, FCA'' In demy Svo, clo*th gilf. 350 pp 7s. 6d. net 
DICTIONARY OF DOOK-KEEPING. By R J Iokurs In demy 8 vo. 
"jeA up 7s. fid. net ^ 

3IANUnCTURING BOOK-ICELPING AND COSTS. By C.koroe Johnson, 
FCIS In demy 8vc', cloth gilt, 120 pp fys, net 
GOLD MINE ACCOUNTS AND COSTING. A IVactual Manual for Officials, 
^ Accountants, Book-keepers, etc By C W TAh lii dtiny 8vo, clpth 

ThI! ACc'oiS^^S OF EXECUTORS, ADMINISTRATORS, AND TRUSTEJES, 
With a Summary of the Law m so far as it relate^ to Actiunts. By 
William B I^hillips, AC A (Hons Inter and Final), A C I S. E'ourth 
. Editi9n.*Rcvise(l In demy 8vo csloth gilt, 150 pp As. not . ’ 

TACTICAL ROOK-KEEI’ING. By Geo Johnson, F C I S® In crown 8vo, 
a cloth, 420 pp 6s. net ■ • 

RAftWAX ACCOUNTS AND FIKANCE. Railway Companies. (A:,uOiint| and 
R^ums)’Act, 1911 By Allen E Newiiook, A K.C. In demy 8vo, 
cl*th gilt, 148 pp 5s. net. , > 

DBWtECIATIO^ AND WAJSTING ASSETS, and tiuir treatment jp com¬ 
puting annual profit ai^ lA'^s Py P E*. Leake, F C A_,, In demy 8vq, 
cloth gilt, 257 pp. 16s. net ’ 

, CODllHf^AL C*0DW1IJ;. Its Historij, Value, and Treatment in Accounts. 
By th« same author. T|i demy Bve^ jloth gilt, 260 pp. £U| net. , 
e w—4 




2 


PITMAN’S, BUSINeIsS HANDBOok? 

-i-!—:— 

ACCOUNTING. By^3 S. Dawson. F.C A.; and Ji. C. ITe ZoxfoHE, F.CfA. 

In demy Svo; cloth gilt, 290 pp. lOs. 6d. net. * 

MANUAL OF CO^f ACCOUNTS. By Julius Lunt, A.C.A. ttlons). If 
f demy 8vo, cloth gil#, 124 pp. 68. net « • ^ 

MUNICIPAL BOOK-KEEPING. By J H. McCall, RS.A A. In demy Svo.. 
cloth gilt, 122 pp. 78. 6d. net * * 

; BUSINESS TRAINING 

lECTUUES ON BRITISH COMMERCE, including Finance, Insurance, Busi¬ 
ness, and Industry By the^T Hon Frederick Hutu Jackson, G. 
Armitage-Smith. M a., DBit, Robert Bruce, CB, Sir Dougeas 
Owen, W. E Barling, J J. Bisgood, B*A , Allan Greenwell, F.GS.,1 
James Graham. With a Preface by thc^.IJoiy JV Pfmler Relves. 
In demy Svo, cloth giU 295 pp 78. 6(1. net* ^ 

THE THEORY AND PH4CTICE OF COMMERCE. 'Being af^Xmplete Gtiide 
to Methods and Machinery of Business Kditod by F 1 Ieei/s,*’F CIS, 
a.ssisted by Specialist Contnb^ors In deMy 8vo, cloth gilU 620 pp,; 
with many fa<'simile forms 68. net Also m 2i /ols , each price 3s. Cd. neti 
THK PK1NCIPI4.S AND PBACUCK OF OOMMERCE. *^i3y James St^.’hen- 
son, M a , M Cel'll , B Sc In demy Svo. cloth ^ilt, 650 pp< many 
facsimile fol,ms lOs. 6d/ net * 

THE PRINCIPLES AM) PRACTICE OF COMMERCIAL CORRESPONDENCE; 

By the same Authoc. In rlemv 8vo,.320 pp 7s. 6d. .nets , 

THE PRINCIPLES OF COMMERCIAL HISTORY. B*' the s^mc Author. 
In demy Svo, 279 pp 78. 6d.*net 

THE PRINCIPLES AND PRACTICE OF lOMMERC^C AtoHMETIC. 

ByP W Norris, M A*, B Sc {?lons) In demy 8vo, 452 pp 7s.6d.net. 
MODERN BUSINESS AND ITS METHODS. A fvl .inual of Business Organ- 
iijation, Management, and Ofhcefi'rocedure for Commercial Students and 
Business Men. By W Campbell, Chat^icred'Secretar'/ In clown 8vp, 
cloth, 493 p^. 7 b. 6d. net Also m 2 vols, each 38. (id. net. 

INSURANCE 

• i 

INSURANCE. A Practical Exposition tor the Sliuh n I and JJusiness Man. 
By T. E Young, B A , F R A S. With a Ihactical Section on Workmen’s 
Compensation Insurance, by W. R. STRiJiiia..F I A , and the National 
Insurance Scheme, by Vyvyan Marr,®FF.A» h" I A. Third Edition, 
Revised and Enlarged. In demy Svo, cloth gilt, 440 pp. IDs. 6d. net 
INSURANCE OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS. 
T, E. Young, B A , F.R A S,; and Richard Masters, A.C.A. ^cond 
Edition, Revised. In demy Svo, cloth gilt, 150 pp. 68. net. 

TAKCS Olt INSURANCE LAW. By Jos A. Watson, BSc., LL.B. ^In 
crown Svo, cloth? 140 pp. 58. net. 

PENSION, ENDOWMENT, LIFE AsrURANCE, AND OTHER SOCIEMES 
roR COMMERCIAL COMPANIES. Ky Harold Dougharty, F.C.I.S. 
In demy Kvo, cloth gilt, 103 pp 68. net, < * 

■ bROANlZATlON AND MANAGEMENT ' 

VlFFICE t ORGANIZATION AJiD MANAGEMENT. Includng SecretariO 
Work. By ViWRENCE R. Di/ksee, M Com., R C.A ; a»d H. E. Blain, 

* C.B E„ AiststanI Managing Director <jf the Underground Railways of 
■ Lon ion. Fourth Edition. Revvi^d. ly demy,Svo, clrfth gilQTlK pp. 

V|iM.neV • . ' . . 
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QOU#riN£ IIOCSID ANdSpACTORY RROANIZATION. A Practical Manual 
•* of Modern M%tliods applied to the Counting and Factory By 

J GilmoxjIi Williamson In demy 8vo. cloth gilt, 18z pp. 78. od. net 
^ILINO SYSTEMS. Their Principles and their Apiflication to Modern 
^ Office I^quircments. By Howard A Cope, ’jn crown 8vo, cloth gilt,^ 
200 pp , with illug;rations 3s. Cd. net 
INaUSWlI/*UTBAFPIC MANAfJEMENT. By Geo. B Lissenden, Aut/wr 
%/ “ Railway {I^batS) Ca^e Law,” etc, etc With a Foreword by Lord 

• LE^ERHULlai': Second Edition Revised ar^ Enlai^ed In demy 8vo, 
cloth gilt, 352 pp 21s. net 

MOTOit ROAD TRANSPORT FOR COMMERCIAL PURPOSES.* By John 

• Phillimore. With an Introduction by Sir H P. Maybury, KCM.G., 
C.B In demy 8vo, cloth gilt, 216 J2s. 6d. net 

THE PSYCHOLOOY OF MANAOEMENT^ By L. M Gilbrbth. In demy 
i^o, 354 pp 7s. Cd. net 

EMPLOYMENT ‘MANlik/aiMENT. Compiled and edited by Daniel 
Blo#mi-jwd In demy 8vo, 507 pp 8s. od. net 
UilTU'AHS O.'f INDVisYUIAL ADMINISTRATION# Edited by B^Muscio, 
M A Hn Clown 8vo, cloth, 276 pp * Cs. net 
OUTLINRS OF INDUSTRIAL ADMlNUbTRATION. By R O Herford, 

• H T. HiLDAGE|B^nd*H G Jenkins In demy 8vo, cloth gilt, 124 pp 

CF.net • * 

INDUSTRIAL CONTROL. By F. M. TLawson. In dtlHy 8vo. cloth gilt, 
130 pp 8s. Cd. net • * 

MUNICIPAL OFFICE ORGANJXiATION AND MANATSEMENT, Edited by 
WiLL^Ajif Ba'ikson, A Ci\ , F#S A A With coijtnbutioiis by eminent 
autho/it'^es on ^^lmlclpal \Yoik and practice In crown 4to, half-leather 
gilt, wuir« alwut 250 diagi|ms and forms, 503 pp. 25s. net. 

CLUBS AND ThIMR MANAGEMENT. By Francis W >ixley, F.C.A , 
BarnUer-at-Law In*iemy 8vo, clorn gilt, ^40 pp 7sr Cd. net 
SOLICITOR’S OFFICE ORGANIZATION, MANAGEMENT, AND ACCOUNTS. 
By E.,A and W JI. Robins In dciny 8vo, cloth gilt, lf6 pp., 

• with numerous forms 6s. net - 

COLLIERY OFFICE ORGANIZATION aND ACCOUNTS. By J W Innes, 
F.C A , and T Colin Campbell, F C 1 In d^iny 8vo 78. Cd. net 
DRAPERY «USINlkSS ORGANIZATION AND Jl VNAGE.MENT. By J. 

• Ernest Bayley In#demv 8vo, doth pilt, jip 7s. Cd. net 
GROCERY BJUSINESS ORGANIZATION AND MANAGEMENT. By C L T. 

Beeching With Chapters on Buying a Business, Grocers' Office Work 
aild Book-keeping, et<^Aj^ J A Smakt Second Kclition In demy 8vo, 
cloth, 183 pp Cs. net % 

THE HISTORY, LAW, AND PRACTICE .OF THE STO('K EXCHANGE. 
By A. P Vo\JE,Y,^ k^, Barnstcr-at-Law , and,!' H Cakkutiiers Gould 
Jbird Edition, Revised. In demy 8vo, cloth gilt, 348 pp 79. CdwiK^t 


SHIPPING 

SHIPBIND OFFICE ORCANIZATm MANAGEMENT, ANO ACCOUIJTS. 

A comprehensive Guido to t'i-Mnnumcrable details joimccted wi»h the 
Shipping Trade Ai feed Calvert. In demy 8vo, gilt, 203 pp , 
with mijpicrous forms 68 . net • • 

TIIE BXl’iB'rER’S !IANOI!f)OK AND GLOSSMIY. By I' *I Dvdeney 
T orewoid by W EGLiyc.ioN, Founder and Editor The British Export 
‘Gazette " In demy 8vo, doth gilt, 254 PP 8s. 0(1. net.. 

^lE I'niNITPLES OF ^i#RlNE LAW. {See p*7) • • 

CASE AND FREIGHT HOSTS. The PniMples of Calculaimn relating t<»the 
Co#, of, a^d Freight on, .Sea or Commercial Cases By A, W. E. 
tRojE lELD In ert^u 8vo,#^oth^C2 pp. 28* net. • 
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.BANKINd And FIN’ANCE. 

MONEY, EXCHAIWtE, AND BANKINO, in their Practical, Th^retical, 
Legal Aspects A«coinplote Manual <for Bank Officials, Fiisirfcss Riron, 
and Studeittb of Commerce By H T Easton, lAssoctate of the InsMuit 
of Bankers Second Edition, Revised. In demy 8vo, clttii gi!t, SK pp. 
fis. net « 

ENGLISH PUBLI6 From the Revolution ^f 1688. wfiji 

Chapters on thf Bank of England By Harvey E Fisk. In demy 8fo, 
cloth gilt, ?07 pp 78. 6(1. net 

FOREIGN EXCHANGE AND FOREIGN BILLS IN THEORY AND IN 
PRACTICE. By W F /^>i^iLDING, Certificated Associate, Institute,, of 
Bankers, etc , etc Third Et-ition In demy 8vo, cloth gilt, IffJ pp^ 
78.6d. net . f 

EASTERN EXCHANGE, CURRENCY, AND FINAlrtTE.'' By the same Author 
Third Edition In demy 8vo, cloth, 375 pp.,, with Ij^^Ioufcd and 6 
hlack-and-whitc fulPpagc plates 15s. net. 

FOREIGN EXCHANGE, A PRDUSR OF. By tfic same Author! In crown 
8vo, cloth, 108 pp 3s. 6<1. nd. * 

PRACTICAL BANKING. ByJj,F G Bagshaw, Associat^of the 

Institute of Ban)i.ers With chapters on “ The Principles of Qirrvncy,’’ 
by C F Hani^sCTORD, A^ociaie of the Institute of Bankers , and ** Banh 
Book'keepirfg,” Ijy \V Ir' Peard, Member of the Institute of Bankers ik 
Ireland In demy 8vo, cloth gilt, 397 7s. 6d. net , 

BANK ORCANIZATHiTn, MANAHEMEKT, .<ND ACCOUNT^ ‘By J. F. 
Davis, D Lit, M A , LL B (L4>nd ) In demy 8vo, cloth gilt, 165 pp. 
68. net * 

BILLS, CHEQUES. AND, NOTEJJ A Handbook for ^Business Men and 
Lawyers, together with the Bills of Exchang<* Act, 1882 , the Amending 
Act, Bills of Exchange (Crossed ^Cheques) Act, 1906, and the Bills of 
Exchange (Time of Noting) Act, 1917 'By J A SL^tiR, I?lA , LL B. 
(Load) Thrd Edition In demy 8vo, cloth gilt, 214 pp 6s. net.^‘ 

THE Bankers’ clearing house. What it is and what it docs. By 

F-* \V Matthews «In demy 8vo, cloth gilt, 168 pp. 78. 6d. net. 
BANKERS’ SECURITIF^^ AGAINST ADVANCES. Bj LawrAsce A. Fogc,' 
Certificated Associate of the Institute of Baiters In demy 8vo, cloth 
gilt, 120 pp Os. net e 

BANKERS’ ADVANCES. By F R Stead Edited by Sir John Paqet, 
K.C In demy 8vo, cloth, 144 pp Os. 

BANKERS’ ADVANCES AGAINST PROP'UCE. ,By A. Williams In 
demy 8vo, cloth gilt, 147 ^ 6s. net 

KIMPLE INTEREST TAWiES. By Sir Wm Sch(?oung, K.B E In crown 
8Btf), cloth gilt, 188 pp 218. net •' 

TALKS ON BANKING TO BANK CLERKS. By Harold E. Evans, 
C^tificat^l Associate of the Institute of Bankers In crown 8vo, cloth, 
152 pp 28* Od. ifet 

D4.1TI0NARY OF BANKING. A Co&->»letc Encyclopaedia of Bafikitg Law 
aAd Practice h By W. Thomson, ^ank Inspector Third Edition,^ 
Revised tmd Enlarged 1919 In crown 4to, hif-leather gilt, 642 pp. 
80fa. net. * I 

.SECRETARIAL WORK 

. c --- 

THE COMPANY SECRETARY’S Y^IDE MECEH. edited bjrt-HiLip i ovev, 
F.C.I.S. Third Edition, Revised and Enlarged. In loobcap Slit, doth. 

• 88. M. net. ' ^ 
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>KR?!TAWt’S H^NDBOI/k. A Practicat Guide to Work and Duties 
"m cfhiiectioji with the^Position of Secretary to a Mmber of Parliament, 
a Country Gentleman with a landed estate, a Chai^table Institution , 

^ with^a s^tion devoted to the work of a Lady Secretary and a chapter 
'"dealing \vfch Secretarial work id general ETdiled i5y H E.,Br,AiN, C B E. 
In demy 8vo, clotlf gilt, lfi8 pp 68. net 
5UI5JE ITIII TrtE COMiL^NY SECKKTAKY. A Practical Manual and Work 
^of K^feience for 1;he Company Secretary. By Aiui';ur Coles, FCIS 

• Second Hdifion, Enlaiged and thoroughly Hovrted With 76 facsimile 
*forms, and the full text of the Companies Acts, 1908 and 1913; the 

^ Companies Clauses Act, 1845 , Companies (Foreign Interest) /Pet, 1917 ; 
Companies (Particulais as to Directors) ^t, 1917 , and War Legislation 
•In demy 8vo, cloth gilt, 432 pp 6s. net^ 

COMPANY ACCOUNTS. J3y life same Author {See p I ) 

^ICTfONARV OF*SljCpyV^lVL 1,\W AND PRACTICE. A Compre¬ 
hensive Kncvclopaednf of information and# Direction on all matters 
oimnected vfiah the w®ik of a Company Sccrclaryj Fully illustrated with 
tlie n^^'^sary forms and documents With Sections on specif ft’anches 
of Sec^tarial Work Edited by J'liiiip Tovey, FCIS With con- 
•• tnbutioiis by nearly 4(^cminent anthontios on Company Law and Secre¬ 
tarial Practice, lauding The Rt Ilon^G N Barnes, MP , F. Gore- 
Browiw, iv C . M A*. A Crew, F I S , J P £?fnshaw, F.C I S , 

• M Webstei jenkmson, FCA , F W Pi|tley, FCA ^Tlnrd Edition, 

• Enlarged and Revised In one volume, cloth gilt, ^11 pp 42s. net. 
DEBENTl^ES. A lfandbof^4or|Lmnfed Company Officials, Investors, 

and Bubiiliss Mcn^ By F ^hewfi.i Cooper, M A^ oj the hmer Temple, 
Barrii,ter- it Law In demy!8vo, clotlf gilt, 149 pp 6s. net 
PHE TR\N!4ER at’ STOCKS, SHARES, AND OTHER Ri^YRKETABlE 
SECURITIES. A Manual of the and IkPUctioo By, F D Head. 
BA. (Oxon), Barnikr*at-Law Third Edition, Revised and Enlaiged 
In demy 8vo. cloth gilt, 220 pp #0s. 6(1. net • 

THE CH/SuMaN^S MAMJAI* Being a Guide to the Management of 
^Meetings in general, and of Meetings of Local Authorities; with j^parate 
and complete treatment of the ^fectmgs of Public Companies. By 
Gurdon Palin, JJamstrr-at-Law , and Ernest Martin, FC.IS. 
\ In crown Svo, clotn gilt 192 pp 58. net *• 

HOW TO TAKE MINUTEf. Edited by Ernest MARTtN, FCIS. Second 
Edition, Itcvised and linlnrged In demy 8vn, cloth gilt, 130 pp 
28. 6d. net 

WHAT IS THE VALUE aTX SHARE? Tables for readily and correctly 
ascertaining (1) the presentXalue of shares, and (2) what dividends 
should be paid annuall'j to justify the purRiase or market pnee of shares 
By D W Rossiter Tn demy Svo, limp cloth? 20 jip 2s. 6(1. ne^ 
PEOwECTUSES: HOW TO READ AN1> UNDERSTAND THEJl. By 
^HiLiP Tovey, FCIS In demy Svo, cloth, 109 pp. 68,^net. ^ 

INCOAi^ TAX 

INCOME TAX AND fiUPER-TAX PRACTICE. Incorporatwj the Con¬ 
solidation* Act of 1918 anithe Finance Acts, 1919 and 1920. Fourth 
Editlbn. j By W E Snelling In demy Svo, cloth gilt 128. Od. net 
INCOTE TAX AND SUPER-TAX LAW AND CASES. .A Practical Evposi- 
_ tion of the. Law For OiS use of In*ome Tax Officials, Solicitor^ 
•Accountants, etc FoiAllT-Edition (in ^e press)* By W E. Spelling. 
COAL MINES EXCESS PAYMENTS. GuSfantee PaymenW and Levies dor 
ClosifcMme* By W. E. StiELUNO. Demy Svo, cloth gilt, 1^6 pjk 
iS. 6J. net. 
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TAXATION ANNti^Al. Deals itvitti Income '^ax an4'Supc^.ax ?*'E^ate» 
Legacy, and ^i^'cession Duties ; Customs jnd Erfcisc InlticB; 

Duties, etc By W E Snelling In demy Bvo, cloth ^ilt. 10s* 6d.net. 
EXCESS PROFlfS I).UTY. By W. E Snelling. Sixth Edition, Revir«d 
and Enlarged ^ demy 8vo, cloth <»ilt, 516 pp 21s; nof * < 

SUPEU-TAI^ TABLES. By G O Parsons 16 op Is, net. • 

THE “ ABACUS ’’ INC03IE TAX TABLES. By E. J. HaiiCxonL. AdL.A.A? 

2s. net '' ^ 

CORPORATION PBOgjlT^ TAX. By P. D. Leake, F.C.Afr In Arown 
is. net. , 


ECONOMICS 

ECONOMIC OEOCRAPIIV, By ] McFa&lane, M A , M Com. fti den*/ 
8vo, cloth giU, 568 pp , with IS ilIustraJKms,. IQfi, 6d. het. * 

THE PRLNCIPLES OP ECONOMIC (iEOURAniY.^ By R N. Rudmose 
Brown, D Sc , Lcctunr tn Gcogtuphy lu ihe •il7nversitj^of S^cjffielU. In 
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BRITISH FINANCE, 
I9i4-I92I 

CHATTER I 

SUMMAIY OF THE MORE IMPORTANT EVENTS -AND 

EMERGENCY MEASURES DURING THE. EARLY MONTHS 

■ , OF THE WAR 

• 

•iN the early summer of 1914 credit in Great Britain anti on the 
Continent 'vas normal, with perhaps a tendency towards uneasiness. 
The extrem - fluctua^ons in the pridh ef Consuls for the year 1913 
were 75J-71, and the closing price on 25th June, 1914, was 74|-75, 
a price well over the average of the previous year. Early in July 
there were signs of caution in the chief money markets, following 
the assassination of the Archduke Francis Ferdintind at Sarajevo, 
on 28th June. The progress of negotiations between Austria and 
Serbia produced little effect, and eveji the presentation of Austria’? 
i*[ltimatum to Serbia on 23rd July did not cause any marked.' 
untasiness in London, as it was the general impression that if 
*war broke out it wiiuld be localized. On the 25th there jyas a panic 
on the t^'icnna Bourse, snd in Londfin Consols fell to 72J. Befween 
that day and the following Tuesday (28th), when Austria declared 
war against Serbia, was a time*oi growing anxie\y. In the week 
ending on the 29th (Welinesday), Oansols had f^llen 4^, Belgian ^ 
3 per Cents. 4|, French 3 per Cents. 6, Russian 3| per cent. Bonus 5,' 
Russian 5 per Cents. (1908) 8^ Austrian 4*per Cents. 8. 

By tiiis time all tjie Sl^k Exchanges h*l closed e.xcept London 
.and the provincial F.xchanges, york, and the official (parquet) 
Paris Exchange. The Enghsh Bank l^ate was raised frsim 3 pe; 
cent, ^o 4 per ceni. on Thursday? tht 30th. Remittances of lill 
classes due from abroad practically ccas%d»excei)t from’America, 
and* the closing of all the Continental Stock E.xchanges e'jicept 
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< 

the official Riris market caused large quantities of International 
stocks to be offered for sale in London. It so happened tliat this 
period of extreme tension coincided with thn date fixed for the 
Stock Exchange Settlement, which had been arranged for 2^h-20th 
July.. The failure or inability of foreign clients of brokers to remit 
the sums due in Lofidon for the seftlement made the positujn of 
these brokers precarious, and one important firnt* with foreign 
•■connections failed, wlfile *it was currently re'ported that many 
firms were* prepared to hammer tiiemselves. The failure of foreign 

• remiftances to the Stock Exchange affected* transactions' made 

before the^ crisis. • i 

^fter 4he outbreak of hostilities with Serbia, there was a'steady 
pressure d sides from the Continent. The effect of these was a 
.reduction in the prices of securities, which fall at once reacted »n 
ihose stocks held on Tnargin. Loans en Stock Exchange securities* 
at this period amounted to about £80,000,000, one-half of whick 
was lent by the Joint Stock Banks. A continued fall in quotations 
would cause margins to «lisappear, and, Ijierefore, the lenders 
would call for additional security, or they might.call for repayment 
of the loans when due through anticipation of having to meet 
’ pressing demands themselves. The latter course was adopted by 
some lenders, which action threatened a further fall in the prices 
of stocks. If demoralization in the Stock Exchange was to be 
avoided, some action had to Jje taken on Thursday, the 30th, and 
-.it was decided on that day to close the Exchange, after the fini^ 
of 4)usinc!^ for the day, ^ • 

The closing of the L<.>ndon Stock Exchange,was the first of th? 
serie* of Emergency Mftisurcs • and! to so^e extent, it irtfluenced 
those that followed. Prompt aiTd derive action was*absolutely 
necessarj^; but.liad time for reflection been available, it is possible 
that less ^rastic»,measures w5*ild have sqjficed. The closing of the 
‘•Eiftllange was nftt the only event of first-class importance on 
that •mei#qrabll‘Fricfty. Bill-brijcers, for the conduct of their 
busintss, bijfrow large^ums from theejoint Stock Bank^on the 
security of bills. During this week sopie o^ the banks callecj 
jn.thei^^loans ft-om,the iJHl-brokerSd who were forced to have' 

* recourse to the Bank of Bnglffnd, either to borrow therefrom or 

to discoifnt theftat bj^s»they held in thejr portfoljos. The sums 
involved were large. * 
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In jye-war normal times it was estimated that tliT Joint Stock 
Banks lent about £I00,t)()0,000 to bill-brokers at call or at short 
nbtice. In the ten Says ending 1st August, tie Bjnk of England’s 
hol8ing»,of “ Other Securities” increased by £31,700,000, the 
greater paVt of which was understood to h^e represented* loans 
to tie bill-brokers to enable tfiem to meet the calls made on them 
4)y the Joint "Sfock Banks. ‘These great demands on the Bank of 
England were one cause of the rapid rise in Bank Rate, which, 
after being 4 per cent, for one *day (Thursday, 30th July^ was 
double’! on Fridaji and further increased to 10 per cent, on 
Saturday^ 1st August. * • * 

• The cnormoi^ strain felt by the Bank of England duriji^ the fest 
few days of July is clearly shown by the,letters which passed 
bt?tween-the Bank of England and the Treasury on 1st August,* 
’copies of which appear beloV and on the next page. 

(1) —Lettsr from the Bank of England to the Chancellor of 
THE Exchequer, Dated Isi* August, 1914 

IjI August, 1914. 
Sir, 

We consider it to be our duty to lay before the Government the facts 
relating to the extraordinary demands for assistance which have been made 
upon the Bank of England in consequence of the threatened outbreak ot 
hostilities between two or more of the Great Powers of Europe. 

We have advanced to the Bankers, Bill Brokers and Merchants in London 
during the last five days upwards of Twifcity-seven Millions Sterling, upoi> 
4he security of Government Stock, Bills of Exchange, etc., an unprecedented^ 
sum to lend, and which, therefore, we suppose, would be sufficient to meet 
all their rccjuirements ; although the proportion of this sum*which may 
%ave been sent to the^country must materially affect the question. 

We commenced this morning with a reserve of ^17,420,000, wlftch has been 
drawn upon so largely ttftit w^ cannot calculate upon having so much as 
;(11.0CM),000^his evening, makifg a fai^ allowance for what may be remaining 
at the Branches. « • 

We have not up to the present V'Tused any legitimate application for 
assistance, but having regarj to the depletion of the re^rve, fear that 
unless we obtain authority to issue Notes against Securities in exc^ss^^the, 
amount permitted by law it will shortly becomi^ necesi^ry to curtail the 
facilities which under present cont^tions wc regard it^is ess^i^al t# offer 
to the trade and commerce of the country. • • 

We have*the li^our tc^ be, Sir, 

YouV obedient Sb^ants, 

(Si^ied)^ Walter CunluVe. 

(Signed) R. L. JIJewman 

The Riglfk {fonourabl^ • 

' • Th# Chancoilor of tlie jAxchequer. 
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(II).—^Lettijr from the Prime Minister and Chancelixmi of the 
Exchequer to the Bank of EnAand, Dated 1st August, iai4. 

Treasury Chambers, Whitehall, S.IF. 
Gentlemen, ^ Is/1914. 

We have the honour to acknowledge the receipt of your letter q^thi^day 
to th^ Chancellor of the Exchequer m regard to the extraordinary demands 
which are being madcj^upon the Bank ^f England in consequence of the 
threatened outbreak of hostilities between two or more of the Great Il>wers 
of Europe. ^ ••• • 

In the circumstances r%ffte^ented, His Majesty’s G#vernment recommenfl 
*ttiat, if the Bank of England shall find that, in order to meet the wants of 
legitimate commerce, it is requisite«to extend its discounts and advan^^ 

^ upoii^approved securities so as to require issues of Notes beyond the limit 
fixed by law, this necessity should be met immediately upon its oi^urrence, 
yid in that event they will not fail to make application to Pai/iament for 
its sanctioif ^ • 

No suA ^iscouht or advance should be granted at a r^te of interest left 
than 10 per cent. and His Majesty’s Government reserve it to themselves 
to recommend, if they should see fit, the imposition of a higher rate. 

• After deduction, by the Bank, of whatever it may consider te be a Tair 
•charge for its risk, expose, and trouble, ♦he profits of these “advances will 
accrue to the public. 

We have the honour to be, Gentlemen, 

Your obedient Servants, 

* (Signed) H* H. Asquith. 

(Signed) D. L4.0YD George. 

To the Governor and Deputy Governor, 

Bank of England. 

Concurrently with the difiiculties of the bill-brokers, there were 
the even greater ones of the accepting houses. These institu¬ 
tions in effect guarantee th^t a foreign bill (arising out of a trade 
transaction either between this country and a foreign country, gfc 
between two foreign countries) will be met at maturity. Jt is 
largely this form of finance that made Londoit the financial centre 
of the wdl'ld, and it wis estimated In pre-war times that? one-half 
of the world’s foreign trade was finalised by British credit. The 
acceptances of ttie accepting houses and foreign banks current at 
this period in ^!x)ndon amiamted to between £300,000,000 and 
. £36&,O0O,OOO, an^i those of the Joint Stock Banks to about 
£70,£K)0,(i(W. *. • 

Thg p(?sirton of the accepting houses n;as rendered very pi;pcarious 
beeSuse foreign remittances to. meet pe acceptances were not 
,forthcoming, or'wer^ delajfcd, or coiild only be made with great' 
difficulty. London, early.in ^he crisis, began to call in credit 
from all fluartcA, and^s.a consequence all available bills on “London 
wfei^e. quickly phrehased by foreign debtors for «transmissien to. 
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London. New bills were not forthcoming, and the'^ were great 
difficulfies in procuring gold abroad for shipment to this country ; 
in, some casgs it was impossible. In these/cifcumstances, the 
position of the accepting houses was one of extrAnc hazard, and 
it may truly be said that the immediate effect of the outbreak of 
hostilities was to break down the whole fabriJ of foreign exchange 
throughout tlv»•world. , 

On Sunday, 2n(t August, a ProClanafitin ^ was issued which 
.ppstponed payment of bills of exchange (other than a cheque or 
bill on«(lemand) if -Tpcepted before the 4lh of August for a period 
of one calendar month from the date of its original maturity. Op 
Jlonda^f, 3rd August, an Act, known as the Ppstponqpient^of 
Payments Act ^4 & 5, Geo. 5, c. 11) “ was passed, which Authorized 
thg King to suspend temporarily by proclanlation other payments^ 
besides bills* of exchange. • * . 

• So far, the dramatic events of Friday, 31st July, and Saturday, 
1st August, have been considered from the point of view of the 
reaction of the crisis on credit as.refjards foreign remittances. 
There remains the.position in relation to internal credit. 

It appears that the Joint Stock Banks, or some of them, expected 
and prepared for considerable demands from their depositors, but 
the attitude of the British public during the early stages of the 
crisis proved that the loss of public confidence was extremely slight. 
There was no run on the Joint Sto^k Banks nor on the Savings 
^anks, and what degree of hoarding of gold took place at the com-* 
meijccment of the crisis was probably due to the lead^ given "by 
Some of the Joint Sjock Banks paying out Bank of England notes 
instead bf gold. This jetion Caused a largo number of*people to 
whom notis had been pai^'to taice them to the Bank of England 
to change them into gold, which jwps required for koliday»purposes. 
Almost without exception the reposts of the Sa^vings Banks for 
the year 1914 proved how trivial had been tl* influence’ of *he. 
crisip on their accumulated funds, the ntain fiffluenij; exerted 
having Jieen a slight checl^ new business.. There wa*i Son^what 
general apprehensiofl prmr to tl;e issue of Currency Notes ‘that 
where a creditor insisted on,payment^n the,form of legal tender,, 
there might not bi* sufficient legdl tender to meet all Semands. • 

* . . * - 

^ For copy of •Proclamation see ApTCndix I (a).® 

■ For copy of flct see Appendix 11 fr). 
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The Bank England lost £1,213,000 in gold to the. Provinces 
during the week ending 29th July, ‘and £8,311,000* during tlTe next 
week, which incfudod the days during which mobilization tocik 
place. ^ 

On^lst August, Germany declared war on Russia, a/uf on the 
next day a state of^war existed between Germany and Fl^ce. 
War between Great Britain and Germany was declas«^ on Tuesday, 
4th August. Prior to tlitlaitcrdcclaration, which might be expected* 
to have atfected the London mc^iey market most, there had been 
.. the complete breakdown of the foreign exchanges and the clgsing of 
the Stock Exchange. It had besn necessary, as alreac^ stated, 
to support'the afcepting houses by the Moratorium in their <avou|i 
of ^nd Aii^ust. Scarcity of legal tender was felt,‘and there was 
^apprehension in many*quartcrs that war between this country aijd 
permany would result in further graye disorders of credit. This 
was the situation which had to be faced on Sunday, 2nd August, 
and Monday, 3rd August. Fortunately, the Monday was a Bank 
Holiday, and by proclanjation the Tuesday, Wednesday, and 
Thursday were appointed special Bank Holidays, thus providing 
five days (if the Sunday be included) for the preparation of further 
. emergency measures. An Act, known as the Currency and Bank 
Notes Act (4 & 5, Cieo. 5, c. 14),^ was passed on 6th August, 
authorizing the Treasury to issue Currency Notes for £1 and 10s. 
as legal tender for any amount. The holder of a Currency Note 
"was, and still is, entitled to obtain on demand at, the Bank o^ 
England, London, payment for the note at its face value in Iggal 
tender gold coin. It was also provided that ^Postal Orders were* 
to b« tenf^orarily lega> tenden for fhe payment of any ‘amount. 
This provision was revoked as« frorft^j^rd February,»1915, by 
proclama1«on. Under Clause 3 otthe Act, the Bank of England 
and any Scottish or Irish Balik of Issue might issue notes in excess 
• pf th« Mmit fixed iiy law so far as temporarily authorized by the 
Trea^ry, and s«bject 1o any conditions attached to that authority. 
Banks^of ^ss«e were indemnified against^y liability on the,ground 
of ekeess of issue after 1st August, 19^4, ih pursuance of any 
authority from the Treasur 3 L * P'or a yery short time the Bank o/ 
* * • ♦ * ^ 

A large part o^this sura would be held by banks in anticipation heavy 
withdrawa/s by their depyitors, partly for holiijay requirements. 

* Fpr copy of Act, see Appendix IH («), 
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England 4id exceed the issue limit of uncovered Rjites fixed by 
the Bank Act of 1844.^ Curreftcy Notes were issuable to bankers 
through the Bank of England up to 20 per cciit.^f their liabilities 
on ^deposit and current accounts. * , 

Closely ^connected with these measures was the Proclamation * 
of 6tb August, under the Act J & 5, Geo. 5, c»ll, postponing*other 
payments, betj^Jes bills of exchange until 4th September, 1914 
‘(subsequently exte«ided until 4th bkjvejnh^r^), with certain excep¬ 
tions, the chief of which were paynents of wages or salaries, suifis 
not c:jcceding £5, dividends on trustee stocks, cashing of»bank 
notes by^thc issuing banks, and payments by Government Depart- 
^ents«(inchKling Old Age Pensions and liabilities under the National 
Insurance Act^. B.ank rate was reduced from 10 lo 6 per ccut.'on 
6Ui August, and to 5 per cent, on 8th iVugust. 

These'measures paved tbj way for the rt;-openmg of the banks’ 
pn Friday, 7th August, upon a basis which, if artificial, was believed 
to have protected the banks. In making the first steps towards 
more norn,.'l conditions, it was neces^ar^ that the machinery of the 
foreign excl..uiges,shi1uld be restored without delay and the Stock 
Exchange re-opened. As regards the former, exchange transactions 
in the early days of August were remarkable. The value of the, 
sovereign rose as much as 30 per cent, in a single day in New 
York. On the other hand, owing to a temporary adverse balance 
due to France, the sovereign depreciated in Pans by 4 per cent. 

^ On 13th August il was announcetV that the Bank of England? 
under Government guarantee against loss, would discount at B^inlJ 
Rate, without recourse to fhe holders, all approved bills accepted 
before 4th August,*and thatKiccenfors of.such bills diittount,ed at 
the Banl» of England* n|i^4it postpone payment at maturity by 
paying interest at 2 per cent, above Bank Kate,varyiiig. About 
three weeks later, on 5th Septemlicr, the Govcrnpient announced'* 
that the Bank of England would provide acceptors wifli fuiic(^ toi 
pay all approved pre-Mora torium bills at* inal,u«ity. The Bank 
was entitled to interest on lllesc advances at 2 pe%*c«nt. above 
Bank kate, and undertd^tk not to claim’repayment of any •sums 
*not recovered by acceptbrs^frhm tlKjj; clients uipil one year lifter 

‘ For copy of Proclamation, see Appfndiig I (/>). 

* Fo# copy of Proclamations, see Appendix I (d) and {e^. 

* For copy*of,announceiyent, see Appendix M iM. 

* ^OT copy ofimnounejment, see Appendix II ^). 
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the end of war. The Joint Stock Banks undertook, with the 
assistance of the Bank of England*and tha Government, to finance 
new bills upon Snylar terms. The Governni^nt guaranteed the 
Bank of England aga*inst any loss which it might eventually sustain 
in carrying out this scheme. This guarantee later received sVatutory 
sanction by the Government War Obligations Act, 1914 (5 5, 

c 11), 1 passed on 27th November. Loans to the Stpek.Exchange 
were next taken in hanef. .Under a scheme for "Government assist¬ 
ance, datod 31st October, as re^jards Account to Account Loans 
whick had been made on the security of stocks by lenderj< other 
than banks to whom currency facilities were open, oremembers 
of the Stofk Ex,change, the Government arranged with th« Bank 
of "England advance 60 per cent, of the sums outstanding on 
29th July, securities being valued for purposes of such advaiv:e 
’at the making-up pryes of 29th Jul}j. The Bank undertook not 
to press for repayment until twelve months after the conclusion 
of peace, the rate of interest being 1 per cent, above Bank Rate, 
with a minimum of 5 per cfnt. The Banks to whom currency 
facilities were open undertook not to press for repayment of Account 
to Account Loans, nor to require further margin, until twelve 
. months after the conclusion of peace. The total advances on 
foreign bills under the Government Guarantee were £120,000,000. 
The sum advanced on pre-Moratorium bills to enable acceptors to 
meet their engagements at maturity was £60,386,000, and it was 
Estimated that at the end of the war, bills aggregating fo £50,000,00^ 
Vould remain in “cold storage.”® The advances by the Bank of 
England to the Stock Exchange unefer the Treasury scheme of' 
31st .October were returned at £520,059.® The way Was now 
prepared for completing the July srdtlelh^t of the Stock 'Exchange, 
and a pa4ched-v,p settlement wqs effected on 18th November. 
Meanwhile, thoi^gh the Exc4,iange remained closed, dealings in 
* fto^ks haJ' been effected by negotiation, and a scale of minimum 
pricey had beenrdfawrl'up by the Committee. The general Mora¬ 
torium^ havimg come to^ an end on* dtl^November, there ;was no 
furtlfcr reason to delay the opening o^he Exchange, and this 
event took placet on 4th January, 19)5, under somewhat drastic 
tr^gulatidds imposed ty the,. Treasury. 

* For cepy of Alt, $ee Appendix V. 

; Hansard, Commons, Ixviii, p. 1545. 

» IMd. Ixxi, p. 85.3. 



CHAPTER II 


'* 

A •REVIEW OF GOVERNMENT* ASSISTANCE TO BANKS 
AND FINANCIAL IlOUftCS AT THE OUTBRI-AK OF WAR 

' In the previous c4iapter brief rcforenc* ^uas made to the various 
liiiancial measures passed by thj Government in the early stages 
of the^ war. In tlyr present chapter these measures are discussed 
in great^ir detail, and in particvlar in their relation to Banks and 
,Finai»cial Houses. Towards the end of the chapter sofnj criticism 
is expressed to whether all the measures were real^r necessary 
or not. • 

The main purpose of tl^e Government ^ financial measures jt 
,the outbreak of war was to prevent a serious derangement of 
credit, and later, to impart a momentum to its machinery which 
would cn tblc it to resume its opefayons. As has been already 
shown, the banks were largely dependent on the accepting houses 
and the bill-brokers, the bill-brokers were dependent on the 
accepting houses, and the accepting houses were dependent on. 
their foreign correspondents, who were, owing to the breakdown 
of the exchanges, unable to send the expected remittances. 

The fir.st measure put into force was the Bill Moratorium, pro¬ 
claimed on 5;unday, 2nd August, 19l4, and subsequently extended. 
Tljis proclamation enabled acceptors to postpone for a nuintli 
payment of any bill accepted before 4th August on re-acceptance 
for th(» amount pfus interest to tiie new»date of paydient ^t the 
Bank R:i*e current on th(j«iate erf re-acceptance. The proclamation 
gave breathing time to acccp|ors who were unable, for various 
reasons, to take up their maturing,acceptances,,and consequently 
prevented a long chain of bankruptcies. 

The next steps taken were designed to rctitorc^ lonfidence |imong 
the b^nks, who have ^ays* on deposit with the* *fer^e sums 
of credit withdrawable at call or short notice. The Government 
protected them by thr’ee .infportaliV measures,, which were, yer^ 
effectual in givinf^new confidence to.the banks and thd'public^;-* 
(fl)*The jGcneral Moratorium proclaitped on 8th August, 1914, 
and subsequently extended, gjve the banks and other debtors 

9 
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(with certain e.xceptions) power to suspend payment for qjie month 
of debts payable before the date of the proclamation. But’Bank 
Notes and Curren&y, Notes were convertible injo gold during thg 
Moratorium, being specially excluded. , 

(6) The Currency and Ban^ Notes Act of 6th Augi^st* 1914, 
authorized the TreasCry to suspend,the. Bank Act if necessary. 
An unlimited amount of Bank Notes would then have,bjcn available 
if required. The Bank,Ac^ wns suspended, but only for a very 
shdrt periop of time. 

(c) (The same Act also empowered the Treasury to issue ^ and 
10s. Currency Notes, which were be legal tender in th^ United 
Kingdom. *In a memorandum issued by Ihe Treasury ik was, 
annSunced nhat Currency Notes would be issued* through the 
Bank of England to baitkers as and when required up to a maximuip 
limit not exceeding, iij the case of any bank, 20 per cent, of its 
liabilities on deposit and current accounts, in the form of an advance 
by the Treasury, the security being a floating charge on the bank’s 
assets in priority to all other cjiaiges, bearing interest from day to 
day at the current Bank Rate. By this mea’surp the banks were 
placed in the position of being able to obtain, if required, an advance 
,of 225 millions of legal tender currency. In the initial stages of 
the crisis the banks took nearly 13 millions, but this amount was 
quickly reduced, the advances outstanding on 30th September 
1914, only amounting to £381,500. To give time for the Currency 
Notes to be printed, August I?ank Holiday was extended for the 
ffmr.days, Monday, 3rd August, to Thursday, 6th August, 19J4, 
inclusive. 

With fobject of placing the bilk market again in a position 
to entertain new business, and thu% pro'ki^.e international aurrency, 
the Government op 13th August, 19J4, announced that the Bank of 
> England, under Qjivernmcnt guarantee against loss, would discount 
^lek'Rate, without recour.se to the holders, all approved bills 
accepted before 4tl^ August. It was also announced that the accep¬ 
tors of suclf*l3i'ls discounted at the BaVik England might postpone 
payment at maturity by paying interest at*2 per cent, above Bank 
Rate.varying. The effect this rfie^sufc did much to restore 
, ^rjtish crtfdit abroad. * Tlie Jianks immediately,sent large parcels 
of bills for discoufct to the. Bank of England. New biljs acetipted 
after the Moratorium, ftowever, cJime forward slowk>. Acceptors 
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were not i^ery willing to be drawn on except when-,the bills were 
drawrf against goods consigned to England, because, so long as the 
e;cchanges were nql; working freely, there w.-^ Still the danger of 
nop-receipt of foreign remittance at date^ of‘maturity. The 
banks 'aljo showed disinclination, to buy new bills frop the 
brojj;6rs. 

The ChangaUor of the Ex(jhequer, in a speech on 27th November, 
1914, stated that *the total amounf oftbilJs discounted under the 
Government guarantee had been ,£120,000,000. (This proved tliat 
of th«, £350,000,00p to £500,000,000 amount of bills whiclf were 
outstanrting at the outbreak of,war most had been disposed of in 
^the ordinary course.) 

> On 5th September, 1914, the Government announced that the 
fallowing important arrangements had been made with the Bank 
of England— , 

(a) The Bank of England will provide (where required) acceptors 
with the funds necessary to pay all approved pre-Moratorium bills 
at maturity This course will release;the drawers and endorsers 
of such bills froir; their liabilities as parties to these bills, but their 
liability under any agreement with the acceptors for payment or 
cover will be retained. 

(b) The acceptors will be under obligation to collect from their 
clients all the funds due to them as soon as possible, and to apply 
those funds to repayment of the advances made by the Bank of 

, England. Interest will be charged upon these advances at 2 pdr 
ceyt. above the ruling Bank Rate. 

(c) The Bank of England undertakes not to claim repayment 
of any*amounts not recovertd b)» the acceptors from fheir clients 
for a period of one year^tfter tbc dose of the war. Until the end 
of this period the Bank of Engl^ind’s claim will rank afttr claims in 
respect of post-Moratorium transactions. 

(d) In order to facilitate fresh business and the movfemcat qf* 

produce and merchandise from and to all*part# iif the wor^d, the 
Joint ^tock Banks have^rranged, with the co-operatioh, if neces¬ 
sary, of the Bank 6f England and the Government, to advance to 
clients the amounts necessary to pa*y#their acceptances at maturity 
where the funds hyve not been pK>vi4ed in due time by’flie cliopta , 
of th? acceptors. . , 

The arranjiementi; announc^ on 5th September, I9£4j iuul 
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afterwards a >nost important influence in rehabilitating the bill 
market and the exchanges. j ‘ 

The measures enumerated above restored confidence among the 
banks, who had standing over them the possibility of a general run 
from tfieir depositors at a time when they were unable tp convert 
any large part of tiieir resources into legal tender currfeqcy. 
Unfortunately, in the initial stages of the crisis soma,of the Joint 
Stock Banks attempted do hoaid their gold stocks at a time when 
the public wanted gold for holiday requirements. They paid out 
Bank tjf England Notes instead of gold. This aefion caused g.large 
number of people to whom notes had been paid to take the|n to the 
Bank of England .to change them into gold, which was required for, 
holiday pur,poses. But apart from this seasonal derriand, evidence 
later became available' that there was practically no abnorm:;! 
desire for gold by the public in the early stages of the crisis, with a 
few ignominious exceptions. During the week ending 5th August, 
1914, the Joint Stock Banks withdrew large amounts of gold and 
Notes from the Bank of England, where the Reserve fell during this 
week from £26,875,194 to £9,966,649—a difference of nearly 
£17,000,000. 

. For the rapid restoration of confidence among the banks the 
Government measures must be considered as having been very 
effective. In the absence of legislation providing that bank 
deposits over a certain amount should not be withdrawable without 
a'certain notice first being given by the depositor, some measure of, 
protection to banks was necessary in order to restore confidcn.ee 
among the banks. So far, however, as “the public were concerned, 
the experience of the banks Itter sdiowed that the protective 
measures enumerated were unneccssaryj. If there had "been no 
extension of the Bank Holiday, and the banks had not refused to 
"pay out gold to their depositorii in the ordinary course of business, 
Vber» is do reason tr> think that gold withdrawals from the banks 
would Jiave been top a very abnormal scale. There would possibly 
have been "a lew extra millions paid out during August, but the 
drain tould easily have been met without 'mucli effect on current 
stock*. The issue» of Currency Notes, .however, at a later date, 
,woyId, in*‘any case, have been inevitable,^ to meet the internal 

' Mr. J. E. Allen does net consider that an issue of Government paper 
monfey^ was inevitablfe. “ - *' 
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demand for increased currency^ due to the great risedn prices, and 
in order to release golddor export purposes. 

. Notwithstanding that there was no public/demand for gold for 
hoarding purposes in the early stages of the war,'there was, never¬ 
theless, a. gradual internal absorption, the Bank of England, losing 
to provincial circulation the-very large amount of £21,936,000 in 
, gold betweerr^9th July, 1914, and 28th July, 1915. Part of this 
absorption was (the to the holding of- additional currency stores 
Jjy the banks and part to the increased currency requirements 
consequent on the extensive military mobilization and the incl-eased 
prices «f commodities. If the >public had been hoarding gold to 
•any fhrge extent, one would naturally expect the Savings Banks 
to have experienced an abnormal amount of withdrawals since the 
(jommcpcement of the crisis. The reports, however, of the Savings 
Banks foi* the year 1914 proved, almost without exception, hccw 
• trivial had been the influence of the crisis on their accumulated 
funds, the main influence exerted having been a slight check to 
new busiuc'S. ^ • , 

I'hough It has to be admitted that the emergency financial 
measures passed by the Government in the early stages of the crisis 
restored confidence among the banks, yet they had their serious 
drawbacks. They tended to destroy confidence among the public. 
The old proved banking maxim that " the best way to restore 
confidence among depositors is to, pay out smilingly in full the 
. demands of any uneasy depositors,” and “ every restriction on gofd 
gcang out acts as a restriction on it coming in,” were evidently 
early forgotten by,the Government and the banks. The measures 
causeef at the time loss df corffidence ’in the bank^ by certain 
people \#io can never bai'c^pected to understand the machinery of 
finance. The position of the Jr.-jnks and the f*ars it ^engendered 
during the early days;of the crisik proved that in future there ’ 
must always be available large stocks of papeisemergencycurrenr.y' 
foi times of crises, and the banks and otfler pedple njust be in a 
positiiin to obtain suppljps on pledge of povernmenf sdburjties. 

The use of Postal Orders in tlje early stages of the crisis a'fe legal 
tender (permitted by the. Currencyr and ^ank* Notes Act,’191-}) 
was very small. By most people thi» concession was w^comed, as , 
an opportunity for securing a convenient ^means’ of renjittance for 
snfell amounfs without paying*the usual poundage. The ia 9 illties 
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may have beei?-useful, and no objection can be taken to the measure. 
After a time the concession was withdrawn. 

The Moratorium, t^owever, was a very serious innovation in 
British finance, ^nd can only be justified by the very serieus 
character of the crisis it was.designed to meet. Undoubtedly it 
was useful in giving fieople time to think, and to gather together 
their resources. But, as actually, construed Uy successive, 
Proclamations under the *■ Postponement of Payments Act, it 
showed certain defects. While itumay have served to allay panic, 
and jlerhaps even to restore confidence, in the nature offthings 
it could not re-establish credit, for credit is a matter of trust, rather 
than of calculation. The Moratorium was unsatisfactory in stveral 
ways. It extended the time for the execution of contracts involving 
the payment of certain kinds of debts, but not the time for the 
execution of contracte involving the. delivery of goods or the 
rendering of services. Many business houses that were under 
contract to deliver goods at stated intervals against payment on 
specified dates broke thei^ contracts and refused to continue 
delivery, unless they could be assured that punctual payment 
would follow in due course. Thus, a want of confidence, which in 
•the first instance was confined to monetary transactions, was 
extended to dealings in goods. The same difficulty did not arise to 
any serious extent with regard to the rendering of services, because 
payments in the nature of wages or salaries were exempted from 
the provisions of the Moratorium ; but those who- were under. 
liability to pay out large sums in wages were gravely inconvenienced, 
and sometimes obliged to suspend operations altogether. 



CHAPTER III 


THE EFFECT OF WAR ON CREDIT 
• * " 

^Having Iracf.i, descriptively, the external results of the earlier 
months of the war* on credit, in thfe preseiit chapter some general 
observations are made on the effc'i't of a state of war, of the magni¬ 
tude tile recent .struggle, on credit, considered as far as possible 
in isolation from emergency measures. From the point of view 
J)oth tf practical finance and of economic theory, the consequences 
of a remarkaUle and sudden strain upon credit are of. surpassing 
interest. • 

The recent war occasioned considerably greater disturbances 
,to credit than previous great wars, owing to the long period of 
cessation from contests between great Powers and the more highly 
developed Tganization of modern csecijit. From the standpoint of 
the economist it is unfortunate—while from that of the citizen it 
may have been fortunate—that complete materials for the observa¬ 
tion of the unmitigated effects of the recent war upon credit were, 
largely modified by counteracting influences, many of which were 
deliberately designed to counteract the direct consequences of 
hostilities as affecting the credit system in this country. In par- 
_ticular, as aljeady shown, the closing of the Stock Exchange tooK 
pl^ce before Great Britain was involved in war. Accordingly, direct 
' observation of the^.xact effects of the recent war on credit cannot 
be made with completeness * only such results can be tccorded as 
were disciosed during thauBsturiiance. 

Credit is an organic growth. The normal coiiditionoassumes a 
certain degree of stability in the ejfvironment in which it works. 
In the usual credit cycle, though conditions v^iry as bettveim tlie 
maximum and the minimum points of explhnsioii’ in both a great 
iiumbijj' of the factors wl^h affect the calculations ofi'bu^iness men 
remain the same oi*are altered qnly to a very slight extent,’ War 
on a large scale either changes’all coh^itions or (what is tempozarilv 
of equal importanij; concerning credit) it gives rise to the*fear that 
all cotiditions may be altered. On the. material side, war makes 
great inroaclsainto tye store of commodities aftd many calls’on 
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services, while it deflects a large amount of labour from 'productive 
to destructive purposes. Credit assumes that goods will be brought 
to market, or be jlroJuced in due time, and sold^and that securities, 
which in reality have their capital values based on future productive 
power, will not materially fall in current market values through 
lack of confidence in*future production. War materially weajcens 
both these assumptions. When war shakes the •■foundations of 
confidence, it is evident, tkat It must immediately cause a serious 
restrictionan the mobility or trjnsfer of credit, and consequently 
reduoa, for the time being, the rate of current aiyl future prodiuction, 
for production cannot obviously be carried on without tin- transfer 
of credit;, ' Thq community consequently suffers through the 
restriction .of credit. 

Allusion has already been made to the difficulties of the acceptieg 
l]ouses, the bill-brokers, and the Stock Exchange. These reacted 
on the resources of the Joint Stock Banks, for the effect of the war. 
was to solidify assets hitherto regarded as liquid. The financial 
fife of the City appeared ip danger of being frozen at or near its 
source. This was not so in reality, for the ultimate basis of credit 
is the future goods and services which can be relied upon to come 
.to market later. Not only does war make it uncertain that some 
of the anticipated future production will reach the market, but 
it also makes a violent alteration in the relative values of capital 
goods and consumable goods^ For the purposes of war only the 
fight to goods, consumable now or soon, is useful. Thus, there is. 
inevitably a double revolution in creclit occasioned by war, first 
in the widespread falsification of anticipatioi\j, and secondly in 
the valuation of immediate < consfimable, commodities.* Both 
tendencies arrest the mobihty of. credit, instruments ; Und some 
of the credit instruments beco.me temporarily immobile ; and, 
to the extent to which this pivjnomcnon pxists, credit temporarily 
eraser. ‘ It is known that the assets which the Joint Stock Banks 
had available irf t coifiparatively mobile form—consisting of ,the 
gold a^d Bakk of Engla^nd Notes which^hey held in their .strong¬ 
rooms and tills and balances at, the Bank ol England—did not 
exceed 15 per cenf. of their liabilities t.o depositors. Loans at call 
or,short notice were largely jincallable. Stock Exchange securities 
held eithef as in\^stmei^ts.or collateral security were to a consider- 
ablfe pxtent unsaleable. During th ‘9 first week they Were altogether 
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unsaleable .except at a dangerous sacrifice. Bills oj exchange in 
the baaks’ own portfolii^ might* or might not be met at maturity, 
and bills which the banks had themselves acceptnecf might have to be 
■ me^ out of the banks’ own resources. Thus, a l^rgopart of bankers’ 
resources were in danger of becoming immobile and solidified. 

Brisfly, it may be said that, there were foi!r main causes which 
combined Jo '^‘jjnmobilize credit ” at the outbreak of the war— 

* 1. The fear by berrowers that they nii^ have to repay imme¬ 
diately large amounts of credit wjjich the lenders had transferre'd 
to theyi previously on condition that it was withdrawable on 
demand. . A considerable part oj this borrowed credit had been 
' re-tran#ferred to others who desired to anticipate ^the jfroceeds of 
future sales or Services, and it was not callable immediately. 

2. The actual calling in, or attempt tOi call in, by certain 
banks, fi'naacial houses, and.other institutiorgs, of large amounts of. 
credit lent on demand. 

3. The general fear (until Currency Notes were issued) that, if 
the lender insisted on the borrower rgp^ying credit in the form of 
legal tendei i urrency,‘there might not be sufficient legal tender to 
meet all demands. 

4. The inability of foreign correspondents, owing to the collapse 
of the exchanges and for other reasons, to remit credit to this 
country to meet maturing liabilities and other demand calls. 

In the previous chapters there was discussed the effect of the 
emergency measures. These aimed at re-establishing confidence,’ 
and they succeeded in restoring the mobility of many forms .of’ 
credit immobilized at the ouftireak of war. The j^rogress towards a 
return t« normal credit was* marked by»thc gradual*recall of 
successive emergency mcasi^ws. Jhe main characteristic of credit 
in this country is its spontaneous character, and neccs-sarily as 
long as artificial and extraneous deviejss were requii^d, the position 
was something intermedia1:e between confidence .and cr^it*in.tihe , 
fullest sense of the word. When credit is sound, j4ist as in the .case 
of a liealthy man, it does not n^ed tonics, nor is it con*ci«us^of its 
own state. It works larg^y intuitively. Xll questioning, even a 
demonstration of “ its mhereht siAijidness,” i;g evidence that 
there is some danger of a failure tof c^omple^e confidencS’at on^ 
or morspoiqjs. The sound state of credij is thatVhich needs no 
^external help. ’ ‘ 

2 —( 1723 ) • 
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So far no reference has been made to the general effects of public 
demands on credit. Bearing in mind that credit is based oh claims 
to goods or serVTc«’« which the community ali^eady has at its com¬ 
mand, or on tbe ptospective delivery of goods or services, of on 
the current market capital values of the future powers of,production, 
one resultant effect*of increased taxation and extensive G^jvern- 
ment borrowing due to war conditions must be , 1 ^ re^iuce, or to 
cause a reduction in tb6 sate wf former increase of, the total credit 
basis of a nation, more particularly for the following reasons—• 

I'” Government requisitions in the form of immediate ^taxation 
means that the community has to give to the Governmeijt, without 
consideration, goods and services which would otherwise b» largely* 
used as a’basis for credit and to anticipate the proceeds of future 
production and services, some of which credit would, under p^acc 
, conditions, have been loaned to fojeign and Colonial countries. 
Immediate taxation, that is to say the compulsory immediate 
giving of goods and services to the Government, does not bestow 
on those taxed any lien on.tlie proceeds of future goods and services. 
Moreover, some of the repairs that may be needed to the sources of 
production to maintain them at their highest possible output may 
not be effected, and, if so, the future basis of credit will not be so 
great as it would have been if there had not been any additional 
taxation. 

2. Government borrowing in the form of loans from the com¬ 
munity acts on credit in several ways. The interest payable on 
the loans in future years means increased taxation, and therefore 
tends to restrict expansion of credit for the reasons stated in 
paragrajih 1. The actual subscription of the loans themselves 
involves the handing over to tlie Government consuqiable goods 
and services for the destructive purposes of war, in return for 
which immediate claims tlic, Governmejit gives the subscribers a 
traasfera^le lien,on the proceeds of future goods and services; 
in ^ther words} pn the future productive power and services of the 
commuHitji. Owing to the great dfemand for the immediate delivery 
of goods and services, some of the repairs that are needed to the 
powers of production to ipifintaiif thern at their highest possible 
/utpuf Vill not be effected, and the future basis of credit will not 
be so great as if would h^ve been if there had not beenp.ny extensive 
Government borrowing. 
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• 

That pari of Government borrowing during war tljjit represents 
loans t6 foreign and Cojonial countries is simply the transfer to 
the borrowing countfies of immediate claims to^8ods and services 
in tjjis or other countries in return for securities granting a lien on 
the procfie4s of the future productive power and services of,such 
borre^vring countries. Unfortiyiately, a larg#part of the British 
loans made to«{preign countries during the recent war will never 
Re recovered. Presant indications point i*of«nnly to loss of interest, 
but also to loss of capital. 

’ 3 . Another effect on credit of extensive Government borrowing, 
owing to Renditions of war, is tc; reduce the mobility of existing 
• credit. •That is to say, people who have command c^f credi^ are not 
so disposed, as they are in times of peace, temporarily l;p transfer 
their claims to goods or services, or to th» delivery thereof, to 
people wfio<require immediate credit to antigipate future delivery, 
oj goods or services. This disinclination to transfer immediate 
claims is due to, first, the uneasiness felt by the holder that he 
may have unexpected calls to meet Jii^iself, owing partly to the 
disturbance ■ f credit *due to e.xtensive Government borrowing ; 
second, the uncertainty of the due arrival of the promised proceeds 
of future goods and services. 

4. If there be a restriction of credit, or a reduction in its normal 
rate of expansion, or a reduction in its usual degree of mobility, 
that is to say its rate of transfer, there will naturally follow a rise 
in the price thjt has to be paid to the holders of immediate credit' 
for Bie use thereof. Extensive public borrowing must, thcrefose, 
sause a rise in the interest yield, not only from Government stocks 
but fron» general securities and other loan* The rate df interest 
will rise umtil the amount nf*credijt available at such rate meets the 
demand. After a great war, creijit^will again expsmd as more and 
more goods and services become avajjRble as a bays, and the rate 
of interest will then gradually fall to a normal Jevel. Tneteasing 
confidence must hasten the fall, for credit will bectiflie more mobile 
with thg greater probability of the due arrival of tfcc proceeds 
of future goods and Services. • 

* An instructive illustration qf -flie effects of great public borrowing 
for war purposes is^ given by th* following table, shoiWng tlw; 
extent df the,fall and rise in British Goveyiment credit during and 
,subsequent to tie Nappfeonic W^s. It is particiriarly inlerestirlg 
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as illustratii]!’ how quickly Government credit was restojed after the 
termination of these terrible wars' and lends support to the opinion 
that the recent rtse in interest rates can be but temporary, and that 
a rapid fall wilA takb place in the course of a few years— 


C&NSOLIDATED Th^EE PER CENTS. 


For Period. 

A^verage Price. » 

Yield at Avei'.J^ Price. 

1792 

84i - 

l d. 

3 10 9 

1793 

75i 

3 19 2 

1794 

67J 

'4 8 9 

1795-1799* 

1800-1S04 

58i ■ 

5 2 4 

634 

4 14 9 

1805-1809 

63 

4 15 

1810-1814 

62J 

4 16 0 

1815-1819 

693 

4 5 10 

1820-1824 

78f 

3 16 9 

1825-1829 

' 84J 'i 

3 11 2 ° 

1830-1834 

85i 

3 10 2 

1835-1844 

92i 

3 5 1 

1845-1854 

94i 

3 3 8 

1855-1864 

, 

3 4 7 

1865-1874 

92 

'3 5 3 


(War period, 1793-1815.) 


The quick rise in Government credit after the great wars of a 
century ago terminated, and until the year 1835, explains why the 
great conversion schemes of 1822, 1824, 1830, and 1844, which 
involved a material reduction in the rate of interest, passed off so 
successfully. After 1835, for a period of about forty years, the 
credit of the nation, as representdtl by the yield on Console, 
became almost stationary, at abotat £3 5s. '"per cent. The most 
important fact, therefore, to be, dravyp from the abqye table is 
that all Joans issued during great wars should bear early dates of 
redemption, to,permit conversion to lo)ver rates of interest when 
watraHteffby tfi^ state of Government credit. 

•^he extent which the rate of interest rises in a country as a 
conseque*nV of war conditions is obviously dependent on the total 
amriunt of War Loans issued and thei? dates of redemption. The 
economic and fredit conditions, detive'and potential, during the 
/ecent*^ar were entirely dSfeant to those ruling a hundred years 
ago. The rise'’in the r^te of interest in any county during war 

* • For 1797, yield at average price Vas £5 ISs*. 5d. 

« • • 
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reflects the»summation of the disturbances to credit*due to war 
conditidhs, and the subsequent fall, after peace is declared, the 
grqjiual liquidation pf such disturbances. 

WJien considering the matter of the effect on Credit of great public 
borrowing f/jr the purposes of war, it has always to be borije in 
mindjhat the total amount expended is not altogether lost to the 
nation. Part ,(ii it is transfejred in the form of profit to manu¬ 
facturers, producers‘and others engagfcd (*n*«mmunition and other 
essential war materials, and an'^ther part is rcpresonted by 
ammunition and othgr Government stores which the commufiity 
has produ*:ed by working more iilrenuously and by overtime at^ 
*tltp factories and mills, but by energy which would, not fiaj/e been 
expended in peale times. But that part which is repre'^mted by 
ampiunition and other Government stores the energy to produce 
which has lx;en diverted frotn productive ii^lustry is, of course,. 
irretrievably lost to the nation, as is likewise that part expended 
abroad on the purchase of ammunition and oilier stores required 
for the pro -cution of war. , , 

Finally, Cic of the‘unexpected effects on credit of the great 
amount of public borrowing during the recent war, that is to say 
the Government’s unprecedented consumption of goods and ser¬ 
vices for war purposes, was very seriously to depress the American 
rate of exchange against this country, owing to the large purchases 
of foodstuffs and war stores that liad necessarily to be made from 
America. Mucji of the burden so thrown on the credit of the 
United Kingdom was due to purchases made by her Allies bmt 
financed by this country. 

• - • - • — 

In the tlyee chapters tlijiliave* already been written, a more or 
less chronological review was maiJe^of the more important events 
and emergency measures passed during the early wnonths of the 
war. A full account was given of Government assistance to “Banks 
and Financial Houses at the outbreak of the war* ‘Reference ^as 
also inac|p to the disturbing effects of a gijeat war on/tUb ijredit 
fabric of a community. During the second year of the war tllere 
was a considerable recall of .various “ejjnergency measures, as, for 
instance, the gradu^ withdrawal nf i®inimum prices for* Stoclu 
Exchange securities. On the other harul,^in certain directions 
^here.were furtSier emqfgency melsures, such as the Act fon thh 
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restriction of. increase of rent for small dwelling housps, and also 
the restriction of increase of interest upon .mortgages of such houses 
(5 & 6 Geo. 5, c? 87). Then the calling-up of, married men for the 
Army resulted 'in measures to relieve them, to a certain e.xjent, 
of tf(eir contractual obligations. On the whole, credit,iif the year 
1915 had adapted it&lf to a state ot war, and any alterations ^which 
manifested themselves later were necessary to rnppt t\>e needs of 
the financial and mili*'aBy situations as they^ developed. In tlie 
lollowing, chapters the great cjxanges that took place in currency, 
ban'.cing, and foreign exchange conditions during the course of 
the war and up to the time of gojng to press are reviewed at length. 
Separatp 'chapters arc also devoted to a review of War Finanp,' 
Price Moyements, and the Growth of Inflation. An Armistice was 
made with Germany on 11th November, 1918, and Peace was 
signed on 28th June 1919. 



CHAPTER IV 


CUJJEENCY 

4t has been shown ^n earlier ^hapter^ that* the outbreak of war in 
August, 1914, did not cause any great and sudden demand for 
Currency by the public. There wJs no run on the banSs. ^ome 
of the l)5nks, in ordef to be prepared for all eventualities, attempted 
to preserve then- gold reserves b*y paying out on 30th, and 31sl! 
Jlily and 1st Atjgust, 1914, Bank of England notes*insteacf of goW. 
Whatever degree of hoarding of gold by the public took place during 
th? earlystagcs of the crisis, it did not reflect itself in large demands 
for withdrawal of gold from the banks. lOoubtless the public? 
i^etained in their own hands for some time a large part of the gold 
already in circulation at the outbreak of the war. There is evidence 
that the u.^t.al flow otgold into the batiks was retarded by some 
slight loss of confidence by the general public, and some aversion 
to circulate Currency Notes when first issued. Only to this extent 
can it be definitely asserted that there was some hoarding of gold 
by the public in the early stages of the crisis. 

But notwithstanding that there was no public demand for gold 
for hoarding purposes in the early stages of the war, there was, 
nevertheless, i gradual internal absorption, the Bank of England, 
losiifg to provincial circulation the very large amount of £21,936,(J00 
in gold between 29Si July, 1^14, and 28th July, 1915, Part of 
this absorption was duetto t^e holding of additional currency stores 
by the banks and part to the increased currency lequiremcnts 
consequent on the extensive miliftiry ipobilization and the*increased 
prices of commodities. K the public had bixm ifoardisg ^old to 
any large extent, one would naturally expect tbe^Savings Banks' 
to have experienced an abnormal amount of witl*drawal9,sincS the 
commeifbement of thf crisis. The reports, tiowever, of the Shyings 
Banks for the year 1914* proved,* alpiost without exception, how 
trivial had been the influence of the#crisis en tfieir accyjnulafcd • 
funds, ihe main influence exerted haVlng been a*slight check tb 

new business. / 

• • 
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The main change in internal currency since Augus^ 1914, has 
been a record expansion of paper issue^ with all the attendant 
evils of inflation. ^ There has also been an enormous expansion 
in potential cujren^y—bank deposits—which'subject is considered 
at length in the chapter reviewing the Banking Position since 
the year 1913. ♦. , 

Currency Notes.— The most important measure effecting the 
currency of the country'that came int'o operatiqn since the outbreak 
of the recent war was the Currency and Bank Notes Act (4 & 5, 
Geoj 5, c. 14) 1 passed on 6th August, 1914, to which reference Whs* 
made in the first and second chapters. Thi?> Act authorized the 
Treasury to issue Currency Notes for £l and 10s. as legal tepder for • 
any am6unt. It also provided that Postal Orders^were to be tem¬ 
porarily legal tender for the payment of any amount, a provision 
later revoked, as from 3rd Pebruary, 1915. 

Clause 3 of Section 1 of the Act provided that the holder of a 
Currency Note is entitled to obtain on demand, at the Bank of 
England, payment for the note at its face value in gold coin. 
Generally speaking, it ma'y be said the public are ignorant of the 
convertibility of the note into gold, for no statement to such effect 
has been printed on any of the notes so far issued. 

The Currency Note issue has had six distinct uses or effects. 
First, it has enabled the banks to meet continuous demands for 
currency by the public, following the continuous rise, more or 
less, in commodity prices aild wages. Second, it has enabled the 
t Bank of England to conserve the gold stocks of the country, part 
of' which 'has been exported with the object of rehabilitating ty 
some degree, at different times, cer.tain foreign exchange? adverse 
to this country. Third, by a very unexpectfcd result, it has increased 
the amount of the cash reserves of the Joint Stock Banks (to which 
reference‘is made in the chapter'reviewing the Banking Position 
since tjie»'>ear *1913), notwithstanding ‘there has been an excess 
*witlldrawal ov(f fieposit of legal tender from the banks since the 
outBreal^<of the recent war. Fourth, it has partly provided a cash 
basij “for a very great ‘extension of bank credit. (This use, as is 
stated elsewhere, has led to raoitetary inflation on an artificial cash 
' basis.) c..Fifth, il has provfdec| the Government with a loan of 
^336,480,633 toi/ards the cost of the war, for *10 this exten.*, up to 

, ^ For <fopy of Act, ^Appendix III (a). 



4th August, 1920, the Government had drawn on the cash reserve 
balance of the Currenejj Note Redemption Account and substituted 
its own obligations. Sixth, it has tended to yiwease the deposits 
of the banks by tfie amount of the Govern/hent drawings on the 
cash balance of the Currency Note Redemption Account ; for the 
drafte drawn by the Government are maii»ly later paid into the 
Joint Stock JBanks by their customers. This matter is fully 
explained ill the uext chapter. . ^ 

Currency Notes were first issued by the Treasury ^on Friday, 
7th August, 1914. The outstancling issue grew rapidly an^ con¬ 
tinuously until the*ycar 1920, although decreases occurred in some 
weekj, probably mainly due to variations in Joint Stock Batik 
‘reserves, and 4o the return of currency after holiclay reqliiremftlts. 
The amount of Currency Notes and Cuycncy Note*Certificates 
outstaifdiug on 4th August, 1920, was /;366,679,828. It is not 
possible to state what proportion of this amount was in active 
circulation among the general public and what proportion was 
held by the banks as till money and reserves. Probably, the total 
outstancbig amount* is fairly evenly Sivided between the general 
public and the banks. Currency Note Certificates are certificates 
entitling the holder to demand from the Bank of England, acting 
for the Treasury, the amount of Currency Notes stated thereon. 
When the banks wish to increase their own reserves of cash, they 
may take from the Bank of England Currency Notes or Currency 
Note Certificates, at their option. * If they take the latter they 
may later exchange the certificates for Currency Notes. Whether 
banks withdraw Currency Notes or Currency Note* Certificates 
from fjie Bank of*England, J;heir,balanct;s thereat are«debited for 
the amount, and the Ash^Ualance of the Cmrency Note Redemption 
Account kept at the Bank of England creditjid with the same 
amount. Currency Notes or Cutiency Note Certi^cates may 
be used by the Scotfish and frish banks flf is?th? ,as^ coveii 
for their own notes beyond the pre-war autjtorized limits of 
issue. 

The* following table shows the amouift of Currency Ndtes and 
Currency Note Certificates butstanding, together with the 
composition of the Currency ,Ndte Redemption Ac«ount’, jft 
yearly intervals since Currency hfotes were* first issued on 
7t|j August, J[914. 
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Currency Notes Outstanding and Redemption 
c Account <• 



" * 

V 

REDEMPTION ACCOUNT. 

1 

• 


Notes and 


Ratio of 



AF 

Certificate^ 

Outstanding. 

Gold Coin [Gold and B. 
and !of E. Notes 

Government 

Securities. 

p# 

^alaijce at 
Bank<jf 



Bullion. 

to Cur- 

^England. 




renc/Notes 

r 

■' 1915. 

i 

L , 

% 

1 

L 

August 4 . 

46,729,640 

28,500,000 

610 

9,585,828 

7,437.287 ' 

19'i6. 




•* 

August 2 . 

127,674,408 

28,500,000 

22-4 

92,704,722 

^583,605 

» 1917. 





August 1 0 

168,541,536 

28,500,000 

16-9 

141,590,655 

5,1^,641 

1918. 




#« 

July 31 

263,299,933 

28,500,000 

10-8 

240,358,823 

5,695,268 

1919. 




• 

July 30 . 

338,787,087. 

28,500,000 

8;4 

323,326,735 

3,305.239 

1920. 
August 4 

1921. 

4th May 

366,679,828 

28,500,000 

18,600,000* 

( 131 

336,480,633 

268,974 

338,441,875, 

28,500,000 

19,450,000* 

( 14-2 

302 734,722 

132,548 



3,O0O,OOO’ 


1 



The amount of gold coin and bullion held in the Redemption 
Account, namely, £28,500,000, has not been increased since 
12th May, 1915. An addition of £3,000,000, in the form of 
silver coin, first appeared in the Account dated 20th April, 
1921. " 

' Bank of England Notes first appeared as an item in the Redemp¬ 
tion Account in the return for the wet4 ended 6th August, 19l9, 
the amounrt set aside in that week being £250,000. By 31st 
December of the same year, ^ank ^ ofEngland kjotes set 
aside amounted ,to £4,000,000; and liy 4th May, 1921, to 
, £19,450,000. ^ ' 

t FoUpwinl^'bn a‘ recommendation contained in the final report 
of the Committe' ^on Currency and Foreign Exchanges after the 
War (Issued on 13th December, 1919), to the effect that the maxi¬ 
mum £(luciary circulation of Currency Notes in any year should 
be the legal maximum for the 4olloi^in^ yfar, a Treasury Minute® 
^as*issueti" two days Idter unllercwhich such issue was restricted 

* Bank of England Notes, , • Silver Coin. 

’.For eojly of Minute, sc^'Appendix lit (4). 





for the year 1920 to a total of £320,600,000, except in so far as 
such djotes were issued against gold or Bank of England Notes. 
Under this limiting condition, the maximumjf^uciary circulation 
for the following year, 1921, automatically^bccame £317,555,200. 
Xfie Ccjfnmittee referred to suggested limitations upon the fiduciary 
portkm of the Currency Note issue with a view to the restbration 
of file normal arrangements under which demands for new currency 
operate to reduce^ the rcsefve in tjie i^iking Department of the 
Bank of England. The effect of such limitation will doubtless .for 
many years tend to maintain higli Bank Rates. Shoufd thi^Bank 
of England not be tible to maintain a reasonable percentage reserve 
itselfjby additions of gold, it would appear that the limitation on 
'the fiduciary portion of the Currency Note issue Vill ha'^e at times 
to be temporarily suspended. ^ * 

* The issue of the Treasury Minute above referred to was preceded 
by an announemnent by flic Chancellor ot the Exchequer in the 
House of Commons on 15th December, 1919, that he proposed to 
give immediate effect to the following recommendations contained 
in the final report •oi the Commiftet on Currency and Foreign 
Exchanges after the 'War— 

(1) The legal tender status accorded to the notes of Scottish and 
Irish banks as an emergency measure in August, 1914, should be 
withdrawn, and pre-war conditions restored. 

(2) The actual maximum fiduciary circulation of Currency Notes 

in any one calendar year should Be fixed as the legal maximum 
for the next* • 

*(3) The practice of placimg Bank of England Notes in the Currency 
Note {eserve, as Cover for Jhe note issu^', should, as opportunity 
arises, be continued.* (T^e Chancellor announced that it was his 
intention to continue tfus policy.) ^ 

(4) The Treasury Minute Tndtlcv under Section 2 of the Cur¬ 
rency and Bank Nofes Act, f914, providing fw .the issuQ 
on loan of Currency Notes to joint stock banl^, should now Be 
withdrawn. 

It tvill be observed from the followiitg table that the’greatest 
increase in the amount of (?ut£tanding Currency Notes and 
Currency Note CertificatSs to(^ f)lace during the fcwrth ‘yeAr 
of war, but the greatest percentage increase duriig the second fear' 
of. war. 
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Annual Increases in the Amount of Currency Notes and 
C fjRRENCY Note Certificates Outstanding - 


At 

1 

; Notes and Certifi¬ 
cates Outstanding. 

i Increase in Amount 
Outstanding. 

1 

' 1 

« 

Percentage 

Increase. 

1915. 

£ 

i 

f> 

August 4 

1916 

46,729,640 

- 46,729,640 * 

— 

August 2 

1917.’ 

127,674,408 

80,944,768 

173% 

August-1 

1918. 

i 168,541,536 

40,867,128 

32% 

Ju'y 31 

1919. 

i 263,299,933 ' 

94,758,397 

S6% 

1 '• 

July 30 . ' . . 1 

1920. 

338,787,087 

■ 

75,487,154 ■ 

: 29% 

August 4 . . i 

368,679,828 

27,892,741 

i ?% ■ 

1 _ 


An interesting feature about the issue of Currency Notes is that 
the amount of £1 notes outstanding has shown each year an increas¬ 
ing proportion as compared witli the outstanding amount of 10s. 
notes. The amount outstanding of £1 notes increased 115 per 
cent, during the two years ending 30th July, 1919, but the amount 
of 10s. notes only 40 per cent. This disproportion of increases is 
obviously partly due to considerably increased wages and the 
great rise in commodity prices necessitating people carrying with 
them for their purchases an increasing proportion of £1 notes. 
A^io^her factor contributing to the disproportion will be the tendency 
of banks to "keep their reserves in £1 notes rather than 10s. notes, 
after they have acquired a reasonable quantity of the latter for 
till purposes. During the year eeding" ,4th August, 19?0, there 
was an increase in the amount of ^£1 notes outstanding, but a 
A reduction in the amount of 10^. notes. 

»^ The, inerttTse in ,the amount of outstanding Currency Notes 
during^the year eAcJing 4th August, 1920, was only £28,812,741, or 
an increasiEibfjO per cent, on the amount of such notes outstanding 
on 30t4i July, 1919. The outstanding amount" of Currency Note 
Certificates during, the same year 'deilre^seS £920,000. 

^ * ^e reason for the"" increase. in the outstanding amount of 
Currency Notes dtiring the, year ended 4th August, 19?0, wis the 
transfer of* the major part of the 'temainin^ ^old rsfierves of the 
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Joint Stijck Banks to the Bank of England, and tl^eir substitution 
by Ourrency Notes aqd Bank of England Notes in the internal 
reserves of the former banks. Large transfers of gold were 
njade by the Joint Stock Banks to the B^nk pf England in the 
early months of the year 1920, the amount of gold held by the 
Jojnt Stock Banks at the commencement «f that year beihg esti¬ 
mated aj frogi £35,000,000 to £40,000,000. This centralization of the 
gold stocks of the country had been, strongly advocated during 
1918 and 1919.* * 

It^would appear that the Currency Note circulation has now 
rcachec^its maximum amount, and that in future years there will 
take^jlace a gradual decline in the outstanding amount. A decline 
will naturallj»follow the present restriction in bank credit ana the 
limitation imposed by the Treasury Minute,of 15th December, 1919, 
on the'fiduciary portion o^ the issue. ^ 

One might have expected some considerable reduction in the 
outstanding amount, following the severe fall in commodity prices 
which .’'as been in operation since April, 1920. But the figures 
given bel' w show Itttle diminution since 31st March, 1920. They 
indicate, however, a present tendency to reduction. 


1 

At 

Currency Notes 
and Certificates 
Outstanding. 

1919. 

!* L 

March 26th ... 

328,064,000 

June 25th .... 

342,310,000 

October 1st . 

335,021,000 

December 31st 

1^0. , . 

356,152.000« 

March ^st. 

335,372,000 

June 30th . ., . 

Septembci^29th 

357,356,000 

353,795,000 

367,626,0{Jb‘ 

December 29th • • 

1921. . 

• 

March 30tn . . . 

343,826,00< 

June 29th . . . . ' 

323.884.#00 

• 


Thtf reasons whjj a material decrease has not yet^a(cen»place in 
the outstanding amount of Cursency Notes, in sympathy with the 
fall in prices, may be said to be three, namely: (1) Retail pficas 

* Me- J’ E- AUerf disagrees with this policy of centralization. 

’ Increasi due to temporary absorption of afldhional currency Vr Christmas 
hotiday requirtlnents. • * 
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have not yet wholly responded to the great fall in wholesale prices. 
(2) Reductions in wages (up to 4th May. 1921) have not been 
material. (3) Thfe '^Joint Stock Banks may be keeping larger 
amounts of such ’notes in their own reserves. 

Below there is given the Balance Sheet of the Currency Note 
Account as at 4th May, 1921— 

CuiRPENC'' Note Issue 
Balance Sheet, 4lh May, 1921 

Notes .outstanding—• £ Advances— I 

One Pound . . 265,897,714 | Other Bankers . ’— 

Ten Shilling . . 41,630,891 . Currency Note Redemp- 

CAtificates outstanding 28,770,000 tion Account.— 

- Gold Coin & Bullion, . 28,500,000 

Total . . 336,298,605 Silver Coin . . 3,000,000 

Notes called in but not , Bank of England Notes 19,450,000 

yet cancelled' . . 2,143,270 Government Securities 302,734,722 

Investments Reserve A/c. .15,375,395 BaL.ncc at Bank of 

England . . 132,548 

Total . . 353.817,270 Total . . 353,817,270 

, j 

It will be observed from the above Balance Sheet that no advances 
to banks were outstanding at the date of making uj) the Balance- 
Sheet, 4th May, 1921. By a memorandum issued by the Treasury 
in connection with the Currency and Bank Notes Act of 6th August, 
1914, banks were placed in a position to obtain advances from the 
Treasury in the form of Curr ncy Notes up to a maximum limit 
not exceeding, in the case of any bank, 20 per cent, of its liabilities 
on deposit and current accounts. In the initial stages of the 
crisis the banks took ad\-ances for nearly £13,000,000 in the form 
of Currency Notes, but tnis arndtint vt-as quipkly reduced. During 
the greater part of the war, the 'Jotahamount of such eidvances 
outstanding at arty time was considerably under £1,000,000. At 
1st August^ 1917f the amount-outstanding was £434,500, and at 
'■ 30 th Jufy, 1919, £480,000. On alt such advances made by the 
Treasvry interesf had to be paid at current Bank Rate ; conse¬ 
quently, the tanks founfl it cheaper to take Currency Notes by 
drawing on their own balances at the Bapk o'f England. In the _ 

• * iThis iton has ortly appeared the balarfce sheets since 21st July, 1920, 
an^is generally considered to re^r to'tiotes of early is^es called in but not 
at the date, of th^ balance sheet returned to the Bank of England for 
cancellation# and any suchendtes held^by the Bank of England awaiting 
cantellation. • . * • 
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early stag;ps of the war, the power to obtain advajices from tlio 
Treasury up to 20 per-cent. oT their deposit and current account 
liabilities admittedly inspired confidence amorg'^he banks, as was 
tlic intention of the Treasury. i 

An item in the above Balance Sheet that calls for explanation is 
the Investments Reserve A(j:ount, the an'tount standing to the 
cre it o^ account at 4th May, 1921, being stated to be 
05,375,395. Thi* amount represent;^ tyt crest received on all 
advances made to banks in Currtmey Notes and on account of flic 
securities held for the Currency Note Redemption Account, a 
provisioy made in a Treasmy Minute ^ dated 3rd May, 1915. 

Sinje Currency Notes were first issued on 7th Atigust; 1914, their 
design has buen changed twice. The number of forged nites 
discovered has not been great considering the large amount of 
notes ift circulation. Thc^ design and pajrer of the first notes 
^issued facilitated forgery, in particr.lar the 10s. notes. As notes 
of a new design were issued, the Treasury cancelled the notes of 
former i-sues as returned from circulation. On lltli June, 1920, 
the Treas'ey issued .tn Ordcr^ calling in Currency Notes of the first 
and second issues and directing that as from the date of this Order 
all such notes would cease to be current or legal tender within the 
United Kingdom. Holders of notes of the first and second series 
might before 1st September, 1920, exchange such notes at any 
Money Order Office or at the Bank of England or the Bank of 
Ireland for notes of the current issue. This Order was later 
recognized as* irregular, for Currency Notes were issued under Act 
of Parliament, and there i#high legal authority for the view that 
they cijn only be cancelled in circulation by another-Act. The 
Treasury^can withdra^ th»m frjm circulation, and cancel them as 
they arc withdrawn, but Whenever presented they must bg honoured. 
Recognising this fact aftijr the issu'e of the Order o^ 11th June, 1920, 
the Treasury issued a Mifiute on 31s‘t July, I929, ’whicK'ktated that 
the Chancellor of the Exchequer proposed thaj Qin and after 1st 
Septernber, 1920, provision shall continue to be inade.’il^Aereby the 
holder of any Currsney Notes of the first and .second issu*e3 may 
-receive in exchange, on*application at the Bank of England, but 
not otherwise, other Currency Ni^cs^of the liame face viihie. 

• * ' o 

‘ For copy o{ Treasury, Minute, sm AppenfliruIU (c). 

“•For copy oi Order, .ire Appendix III (r). 
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During the^^first few months of the war, opinions yere freely 
expressed that the Currency Note issue would have been unnecessary 
if the banks had cc>ntinucd to pay out gold as formerly. There is 
much to support^his.view in the early stages of the crisis, but later 
developments proved that, sooner or later, an issue of Currency 
Notes > would have had to be made, consequent on the great oxpan- 
sion in bank credit, rapidly increasing commodity ppces, and 
wages. The pre-war atnount of internal cur'ency would have' 
proved altogether inadequate to effect every day exchanges of 
commodities at the higher level of prices. Moreover, it was^neces- 
sary for the Government and the banks to conserve the golct stocks 
di the country, in case part of the gold would be later required for 
export purposes to stabilize certain of the foreign exchanges. 
As is well known, part of the collected gold was at different times 
put to this service. Additional currency was also required'to meet 
the needs of mobilization. 

That the issue of Currency Notes had been absolutely essential 
in view of the above conditions was clearly recognized by the 
Committee on Currency and Foreign Exchanges after the War. 
From the interim report of this Committee, issued on 29th October, 
1918, the following extracts are made— 

The greatly increased volume of bank deposits, representing a corre¬ 
sponding increase of purchasing power and, therefore, leading, in conjunction 
with other causes, to a great rise of prices, has brought about a corresponding 
demand for legal tender currency ,fvhich could not have been satisfied under 
the stringent provisions of the Act of 1844. . . . Plainly, given the necessity 
(or the creation of bank credits in favour of the Government for the purpose 
of financing war expenditure, these issues (Currency Notes) could no^ be 
avoided. If they had not been made, the banks would have been unable to . 
obtain legal tender with which to meet cheques drawnifor cash on customers' 
accounts. 1 he unlimited i!,sue of Curreniy Notej^ in exchange foi' credits 
at the Bank of England is at once a consequence and an essential condition 
of the methods which the Government have 'ftund necessary tf> adopt in 
order to meet their "war expenditure.,, , 

< 

Gold av» SitVER. —It wa^ not to be expected that a great 
European War ^ohld continue for any length of time without 
having a nsaterial “effect on the prices of gold and silver, the two 
metalS'that before the vttr were the main constituents of, 6r basis 
for, the currencies of the chief.countries of the world. The great, 
c/olame (jf,, more 6r leas, incoavertible paper issues during the war 
‘'Whs bound to cajise an appfeciation in metal values in syrrjpathy 
with rises, in prices of ofihdr comn^’dities, ajid for oAef reasons. 

■ III the.absence of a Bank of England issue of small potes. . 
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The ^pitciation in the price qf gold since the commencement of 
tile recent war has not Mien as great as in the case of silver, but, 
nererthelcss, it has* been very material. The record price of 
127*. 4d.j)crfinc ounce was reached on 5th Felfruai^, 1920, the day 
following the date (4th February) the New York rate of exchange 
on London reached its lowest point, namely, 3.21|. At this price 
4he premiitm oti the nonTial»77s. 9d. per ounce standard is 50-12 
per cent. (Standard gold is eleven-fwelftlm fine gold, one-twelfth 
alloy.) Since the record price was* reached there has taken place 
a fall, Up to 6th Miky, 1921, of about 19 per cent., the pric? on 
^ that date’bcing 103s. 4d. per fine*ounce. Gold, as is well known» 
rcprcsefiting the English standard of value, has a very differejit 
place in the currency of the United Kingdom thon silvar. Coins 
male of. the latter metal are token coins', and are only legal 
tender for a"maximum amoifnt of 40s. per tmnsaction. Whatever 
fee weight of gold a person (almost invariably the Bank of England) 
takes to the Mint to be coined into sovereigns or half-sovereigns, 
the Mint o.akes no charge for coinitig»the metal. Every ounce 
of standard gold makes £Z 17s. lOJd. worth of sovereigns or half- 
sovereigns. If, instead of sending gold directly to the Mint, the 
owner pursues the customary mode of soiling it to the Bank of • 
England, he will receive immediately, according to the Bank Act 
of 1844, £3 17s. 9d. per ounce, instead of the full Mint price of 
£3 17s. lO^d. This difference of IJd.'per ounce is to cover loss of 
interest, and other snrall charges, which the Bank of England has 
^to bear before it can receive IJic gold back from the Mint ip the fofm* 
of sovereigns and h»lf-sovereigns. 

During the war the gold ^production of tlic British Empire was 
commandeered by the Bank o? England (by authority of the 
Government) at the pre-war pric* oi£3 17s. 9d. pef standard ounce. 
This price restriction was temoved oiT*12th Septcinljer, 1.919. Since 
that date new gold from the mines has been sold m the open'mitrket • 
to the highest bidder, and re-exported when des*ircd, sul)ject»to a 
Government licence. ^ Since the removal o4 the fixed ]*icc fw gold 
IruUion, the market price.in this country has naturally been largely 
determined by the course ®f the ^w Yoijc Exchange rate pn , 
London. 

Particular of world j;old production "sisce 1891 are jhown in 
a table given i^ a later chapter reviewing the course of the Foreign 

• 3—(172.-)) • 
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Exchanges since 1914, fiom which table it will be obseryisd there 
was a serious shrinkage in the annual’ production of the metal 
since 1916. 

The rise in tlie market pi ice of gold made the Government very 
eai'lyin the war declare it illegal for any person to melt up of to sell 
for a premium g<ild coins of the realm. It is obvious that if this 
had not been donea ve'-y great temi'Sation would have liecn placed 
before people to denihnd gold from the Bank of England for its 
uwn nofes or for Currency Ni'ftes, and to sell the withdrawn gold 
for its current market price. A few withdrawals for this purpose 
■ are known to have taken place.' There has also been some melting 
I’p of gold coins in internal circulation for the fake of profit by 
the sale of the metal. Any attempt to obtain gold in large quan¬ 
tities from the Bank of England, except when authorized' for 
export, would, of bourse, have co'mpelled the Government to 
empower the Bank of England to suspend gold payments against 
its own notes or Currency Notes. In dfect, therefore, if not in 
name, it must be said thaf tlie gold standard,in the United Kingdom 
has been susjx'iided since the early stages of the war. 

Silver began to show a gradual and material rise in price from 
the year 1916. On 10th February, 1914, the cash price of silver per 
ounce standard was 26§d. Just before the war, on 28th July, 1914, 
the price was 24i’f,d. On 10th February, 1915, 22},Id. ; on 10th 
February, 1916, 27d. ; on 9th I’ebruary, 1917, 37§d. ; on 8th 
February, 1918, 43d. ; on 8th F'ebruary, 1919, 48md. ; and on 
llth February, 1920, the record price; of 89Jd. was reached. The 
rise was,very rapid during the last {luarter of*1919 and the first six 
weeks of 1920. Since llth February, 1920, there has taken place 
a great fall in the price of silver, tl*(» price on 11 tlf February, 
1921, bAng 36Jd. per ounfe,* aftd on 6th May, 1921, 34|d. per 

ouncCj « • • * • 

"file rapid ri^ In the price of silver during the closing months of 
1919 an^l khe first few weeks of 1920, making the intrinsic value 
of tJiC silver coinage of the United Kingdony greater thaif the face 
value, a Coinage Act (10 Gcq. 5, c. 3)' was passed on 31st March, 
1920, seducing fhe fineness *f the silver in coins thereafter minted 
'from “ 925 fint ” to " SOU fine.” The effect* of this alteration is 
tjiat ner/ silver coins t'ill be ondrhalf silver and oqf-lialf alloy. In 

‘ Ar copy of Act see Appendix V*!. 
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pre-WRi- times the Min^ madc*a substantial profit on the coinage 
of silver currency. 

A commencement of the issue of the n»vv silver coinage was 
made on Monday, 13th December, 1920, notwithstanding that the 
previous necessity for the reduction in its limmess had passed away 
with tl e subsequent rapid fall in tire price of silver. It is interesting 
to note that the fineness o^ the silver ijreviously minted had been 
in force since the reign of Queen Elizabetll. • 

In ^the following table there is shown the highest and .^Dwest 
prices oj silver (in*j)cnce per ounce standard),' and the average 
price/or the year for each year since 1913^— 


Maximum, Minimum, and Avekage Price of SiufER 


• 

i 191.S 

19ft. 

j 1915. 

1916. 

i t917. 

1918 

1919. 

1920. 

Highest quotation 

29J 

275 

27i 

37* 

55 i 

491 

79* 

89* 

I-ATwcst q otatioii 

2s;,‘ 

22* 

22r'„- 

261.1 

351,', 

42* 

475 

38} 

Kange of ^ i ccs . 

! 


! 4!.> 


19,,, 

7 

31* 

50* 

Average pi u e 

2 j 

2.‘>A 

23;,1 

3I,>„ 

402 i 

47 g, 

57 

6I,’„ 


During part of 1918 and part of 1919 the price of silver was* 
controlled by the British and American Governments. A Treasury 
Order issued in this country on 13th August, 1918, fixed the maxi¬ 
mum price at 48}}jd. per ounce standard. Soon after, the United 
Stales Government fixed the maximum at 1011 cents per ounce finoi 
Ihb British Government fallowed suit on 21st August by raising 
the maximum in tflis counti-y to ^Jd. Qn 5th May, 1/119, in the 
United States, and fdur days later, on 9th May, in the United 
Kingdont, Government tontrol of price was rernqved from silver. 

The rapid rise in the price of silveV from 1916 onwards to February, 
1920, was due to a vaiitty of causes. As a coibmodify jt would* 
tend to rise with general prices. Increasing insurance and freight 
rates would tend to have some influence on the mAltgt pr*ce of 
silver. During 1918 and 1919 enormou? amounts of silvfn; were 
tiecessary to pay for the’heavy citcess of goods imported from India 
and China. (Gold exports* to Ij^dift have*nece*ssarily h«id to* biT 

t • • • * 

Standard silver was then thirty-^ven for^eths fine silver, three-fortieths 
alloy ; or millesj^al fineness 925. 9 • ^ 

* Pricas furnished by»Messrs, Hsiey & Abell, bullion brokers, London. 
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considerably restricted since 1913.) The net imports of silver 
into India durinyttlie twelve months ending 31st March, 1919, 
amounted to lljl per cent, of tin; world’s production of the melal 
during the same period, as against 26 per cent, of the annual average 
production in the yre-war quinquennium, 1910-1914. By the 
Pittman Act, passed in the United States on 23r,d April, foiS, 
India obtained about 20@,(H)0,Q00 fine ounces of .silver from America'’ 
during 1918 and 1919. The rise in world commodity jirices would, 
in itjelf, cause an increased demand lor silver in liastern countries.’’ 
Extensive hoarding of the metal in interior parfe of certain^cduntries 
Vas also another factor contrilmting to scanity. And,finally « 
thfre is the shrinkage in silver production since 1914 to be borne 
in mind as an important influence tending to cause the market 
price to rise. The extent of the shrinkage is disclo,scd by the 
following table, which shows the annual production of silver since 
1901— 


World’s 1’roduction of Silver 
(/h mifltons oj fine ounces) , 


1901 . 

. 1730 

1911 . 

. 22(5-2 

1902 . 

. 162-8 

1912 . 

. 224-3 

190S . 

. 167-7 

1918 . 

, 223-9 

1904 . 

. 164-2 

1914 . 

. 168-4 

1905 . 

. 172-3 

1915 . 

. 184-2 

1906 . 

. 185-0 

1918 . 

. 188-8 

1907 . 

. 184-2 

1917 . 

. 174-2 

1908 . 

. 203-1 

1918 . 

. 197-4 

1909 . 

. 212-1 

1919 . 

. 174-5 

1910 . 

. 221-7 

1920 . 

. 169-0 ‘ 


The fall in the price of silver since “‘'ebruarji, 1920, may, in the- 
main, be •attributed to* the following causes—the balance-of trade 
moving against India and China, th?,fall in commodity prices, 
the demoiietising of silver by certain countries, and the reduction 
of the fineness (if new silver Ccinage issujd in the United Kingdom 
, and«h(g' l5ominioi^, and in certain foreign countries. The decline 
in insurance anft /reight rates would also have some influence. 

On ^23fS'(December, J920, an Act was passed (known,as Gold 
and Silver (Export Control, etc.) AcU) to control the exportation of 
^ g<3ld and silver poin and bullion, an^ to prohibit the melting o\ 

I improp?f use of gold and lifveF coin. Restrictions on the export 
of silver bullion were, ^lOivever, removed on 8th Fiibrvary,'1921. 

‘ Subject to correction. , 

• For copy of Act, see Appendix VII. 
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For Jack of reliable data, it is not possible to compare with any 
degrea of accuracy the amount vf gold and silver coifl in the hands 
of the public at the ouft)rcak of the war with^tjie amount at the 
ti1ne of writing. All that can be done is to gije some rough figures. 
AccordiMg to an estimate by the Mint, the amount of gold coins 
in till; hands of the general public (exclu^ve of the banks) at 
30tl* June, 1914, was ^78,3CO,000. This cslimale of the Mint 
• involved a calculation exteftding b^ck ta 1903, and in which an 
allowance had to be made for coins used fn manufacture, and fcr 
' invisible exports of coins. Fronf the details of the calculation 
furnisffed by the Miflt it would appear that these two indeterminable 
sourci^ of loss of coins had been*undcr-estimated, particularly the 
amount of gold coin melted up and used in various arts ahd maau- 
faclnres. In a table given on the next page, it will bt observed 
tfiat JIi*. 4- H- Ciibson estimates the amount of gold coin in the 
hands of the general public at 30th June, ftl4, at an amount not 
exceeding £50,000,000. This estimate is partly confirmed by 
figures given in the Interim Report of tlie Committee on Currency 
and Fon ■: n liixchangtfs after the War, issued on 29th October, 1918. 
This Committee estimated the amount of gold coin held by banks 
(excluding gold coin held in the Issue Department of the Bank of 
England) and in public circulation at £123,000,000. As the amount * 
of gold coin held by the banks at the commencement of the war is 
generally considered to have been about £70,000,000, ^ the amount 
in the hands of the general public would be in the neighbourhood of 
£50,000,000. * Wliat the amount in the hands of the general publis 
is Jit the time of writing, it is impossible to state, but probably 
about £10,000,000.* During Jhc issue of |he various '^'ar Loans, 
it was noticed that a lew iif the ajiiilicants elected to pay part or 
the wholf of their subseftptions m gold, which they must obviously 
have hoarded in their homes. *Tlfoiigh gold has disapp*earcd from 
circulation, it still trickle? into the banks'in small anounte. JFarmers, 
and people residing in small villages, agricultural districts, a*nd iif 
out-of-way places, particularly on hill tops, have always sh^wn a 
tendency to hoard gold coins. Tliis fact Is well known to Savings 
■Hanks. Hoarders of fhis character were little influenced by 
Treasury notices issued during ^th« war kivitfng the.publicf t(f 
exchange gold coin? for Currency Not^s at the P(*t Offices and tlTe* 
‘'Some authorities estitnate the Amount at about £65,000,0(10. 
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Estimate of the Amounts of Gold and Silver in the 
Possession of the Public Before the War 

By Mr. A. H. Gibson ' 

A. Liberal estimate o) amount of gold and stiver in the pockets and homes 
oj the public befpre the war {exclusive of that tn tills and safes of 
shops, etc )— 


IN millions : approximate. 
Amount of Gold_ 1____ 


per family. 

Number of i 
Fanjihes.' i 

j •'1 

Total amount of 
Gold held. ^ 

Total amoi 
Silver h< 



1 

L 

i 

None 


0'5() 



“ 10 

0 

1-00 

0-50 '' 


0 

0 

2-00 

2-00 


O 10 

0 

200 

3-00 


, i'i .0 

0 

I-50 

3 00 

\ (i-OO 

£2 10 

0 

100 

2-SO 

t 

/3 0 

0 

0-50 

1-50 




. 8-50 

.12-50 


10 

0 

0-25 

1 -00 ,1 


/4 0 





lA 10 


0-50 

2-25 :1 


/5 0 

0 ) 



1-50 

Between /5 and /lO 

o-5r 

3-75 


Above f\0 . 


0-2S 

5-00 i 1 


Hoarded . 


— 

5-50 

0-50 



10 00 

30-00 i 

8-00 


B. Liberal estimate of amount of gold and silver tn the tills and safes of shops, 
mills, warehouses, hotels, public-houses, farm-houses, lodging-houses, 
hospitals, schools, railway offices, post offices, and various other 
classes of offices — < 


But 

Exceed¬ 

ing. 


1 IN MILLIONS L APPROXIMATE. • 

rCxcccd- 

'ing. 

j Number of 

1 Shops, etc.* 

W 

\ Total amount of 
; Gojjl helH. 

Total amount of 
Silver held 



1 

i ^ 

t 

- 

L 


'L 2 

1 0125 , ' 

1 • 

0-20 1 


L 2 

-L 3 

0-150 . 


o;4o 


L \ 

L 5 

0-200 


0-80 


1 5 

;^10 J 

'■ 0-350 


2-60 

i 

7-00 

;£l<k 

^20 

0-250 


3-50 

1 


m 


0150 

1 

5-00 





0*075 


7-50 . 





1-300 • 


^2o-5o 

;^700 


9 ^ * 

* Prior to the war the numl^r of families in the United Kingnlom slightly 
excluded IQjOOO.OOO, and thf number of shops, millsj etc., was^bout 1,300,900. 
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banks. A copy of one such notice issued by the Treasury on 8th 
August/t 1915, is given below— • ’ 

In view of the injportance of strengthening t?i? gold reserves of 
the country for exchange purposes, the Treasury have instructed 
the Post Office and all public departments charged with the jluty 
of morfring cash payments to uscrtiotes instead o1 gold coins whenever 
possible. Th(i •ptddic gencr.Vly are earnestly requested, in the 
national interest, to’co-operate with the Tr^sury in this policy by 
il) paying in gold to the Post Offic# and to the banks ; (2) asking 
for pay«uent of checpu's in ncjtes rather than in gold ; (3) using nt)tes 
ratlier th*n gold for payment of, wages and cash disbursements 
* generallV.” 

Ttu; amount ot silver in circulati(jn <it 30th June, 1914, and at 
the time *of,writing is also an unknown quantity. At the former 
date a fair estijuate would be £15,00(),<)00. r?t the time of writing 
tlie amount probably approximates to about ;f40,000,000. Accord¬ 
ing to a statement furnished by (he Chancellor of the Exchequer 
to the Imese of Commons on 2nd*Mnrch, 1920, the following 
British silver had been coined and issued by the Mint since 4th 
August, 1914- 


3d. pieces to the value of . . . 1,126,060 

6d. pieces „ „ ... 2,641,325 

Is. pieces „ ... 8,156,668 

2s pieces „ „ .• . . 10,114,605 

2s. 6d. ijjeces „ ... 16,187,722 


38,226,3fi,0 


The statement of tlfe Cbancellor of the Exchequer giving no 
indication*of (he amount*of worn silver coin withdrawn during the 
same period, nor of sil\'er_issued*to*a8d withdrawn from^he Dom¬ 
inions, Colonies, etc., it Is not possible'to estiirRite frSm^it the 
increase in the amount of silver in the hands of tl* general public * 
of the United Kingdom since 4th August, 1914. Moitiff^er, ?ome 
of the new silver wilUiave been absorbed iif increased b*ank r^iijrves 
bl silver. This latter aihount, however, will be published in the 
next Mint Report. * • • * . • ■ 

Bank Notes. will be observetf from thc^able shown oiT^ 
pag(i41, a very great ^increase lu(s taken jtlace in the B;^ik Note 
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circulation since the commencement of the recent war : the total 
increase in the various issues, durmg six years, being about 
£130,000,000, ar.d representing an increase of about 288 per cent, 
on the active circulation during July, 1914. Of the total increase, 
notes of the Bank of England account for about £89,000,000, notes 
of the Scottish banko for about £23.000,000, and notes of the Irish 
banks for about £18,000,000 (taking four week fjvcrijgcs). The 
issues of the few remaiiung private banks inc-cased by the small 
amount of about £100,(K)0, but the issues of the Joint Stock Banks 
decreased by about £19,000, in fact, disappeared altogether. ^ Owing 
to provincial banks losing right of issiui on amalgam^tfon with 
London banks. Before the war it was generally consider'd that 
flom id to 75 per cent, of the Bank of England-note circulation 
was in the reserves and tills of the other banks. Such a high 
percentage, however, can hardly rulq at the time of.widting, for 
several reasons. The £5 noti; at the present time is more than ever 
used for everyday transactions on account of the considerably 
increased commodity prices, cost of travelling, etc. It is known 
that some people have partly evaded their due share of the Excess 
Profits Duty by cashing cheques at banks for Bank of England 
Notes for the purpose of hoarding or concealment. Of the great 
increase of about £39,000,000 in the Bank of England Note circula¬ 
tion during the year ending 7th July, 1920, £16,100,000 was due to 
Bank of England Notes bijing set aside in the Currency Note 
Redemption Account. 

' .The great increase in the Scotch and Irish Bank Note issues is due 
to the fact that before the war the 'notes of such banks always, 
had a very active circulation. , Theqiublic in fscotland and Ireland 
had become thoroughly accustonied torpaper issues. The G(jvern- 
ment recognizing this truth. Section 4 of the Currency and Bank 
Notes Act of 6(h August, 1914, provided as follows— 

Any KanJ: notes isjsued by a bank of issue in Scotland or Ireland shall be 
legal tender for a payment of any amount in Scotland or Ireland respectively, 
and i.ny su{h,l>ank Of issue shall not be under any obligation to pay its notes 
on demant except at the head office of the bank, and may pay itf notes, if 
thoughft fit, in Currency Nbtes issued under this A«t: Provided that notes 
which are legal tender under this section shall, not be legal tender for any. 
payment by the hjad office of the bank b^v whom they arc issued for the 
“ pyipose of the payment ^f notesUssi^ed by 'that bank. 

The legal tender stat^s.accordi^d to the notes of Scotch and Irish 
Bankj irf the above Section was withdrav^n as from 1st January, 
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1920. Uitfier two Acts of Parliament passed in the year 1845, 
banks'in Scotland and Ireland* may issue notes in Excess of their 
autliorizcd issues, provided the excess is covervd by gold or silver 
coyi in their possession, the silver not to be jnoro than one-fourth 
the ametunt of the gold. 


j^A^K Notes 


AVERACrE QlfCULAlION FOR FoUR WEEKS ENDINfi DaTES AS STATED 


- • 

• 

Private Banks 

• 

Joint 1>tock Banks 

Total. • 


in 

England. • 

in England. 

• 

i * 

July 8* 1914— 

July 4, 1914-., 

Jiilv 4, 1914 - 


£20,109,149 1 


£62,578 

£19,135 

£29,190,862- 

JnTy 7, 191,5.-f j 

July 3, 1915— 

July 3, 1915.- 

* 4 

/33,940,480 


£83,912 

£25,638 

,^34,056,030 

July ,5, 1910— 

Inly 1, 1910- 

July 1. 1916— 


£35,*708,900 I 


£94,767 

£TS0,647 

£35,834,380 

July 11,'1917— , 

July 7,«1917— 

July 3 , 1917— 


£39,358,081 | 

£115,043 

£28,734 

£39,501,8.58 

July 10, 1918— 1 

July 6, 1918— 

Julv 0, 1918— 


£53,615,002 

£134,775 

£31,3.56 

£5,3,781,793 

Jnly ■ 1919— 1 

July 5, 1919 -- 

July .5, 1919— 


/78,.<ni,9,S0 i 

, £102,296 

’ * £4,803 

£79,0.59,049 

1 

o 

July 

3, 1920 — 

July 3, 1920 — 


£118,051,840 

£102,.591 

Nil 

£118,214,434 


■ 

Irish Banks. 

Scotch Banks. | 

1 

Total. 



i 

» 

£ ! 

£ 

tndins Tulv 18. 1914 


8,038,390 

7.990,118 ; 

16,028,514 

„ ft, 1915 


13,259,802 

i 11,372,279 1 

24,632,081 

„ 1,5, 1910 


17,305,770 

i 14,520,385 ; 

31,886,1«1 * 

14, 1917 


*20,069,297 

17,451,575 j 

*37,520,872 

13. 191?i 


28,073,833 

23,033,480 I 

51,707,313 

„ ' „ 12, 1919 


3(1,314,1*11 

245,813 ' 

%a,.5,59,944 

„ „ 10, 1920 

i 

•20,5(jp,318 

80,078,G33 j 

1 

57,247,951 

Increase in Bank 

• • 

^Note Circulation During Six 

■fEAKS 


lilfJDING JULVt 1920 


IJank of England 

Private Banks in England 

Joint Stock Banks in luigland 


. i 

88,SM2,691 
• lOO.OJii, • 
19,W''5 •(Deciea.so) 


Scotch Banks 
Irish Banks . 

• •Total Increase 

. • 


89,023,.S72 

22.688.. 51.5 

18.580.922.. 

130,243,009 
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At the time of writing the latest available figures of^thc Bank 
Note circulation of the United Kingdom are as follows— 


Bank of England (month ending 6th April, 1921) . 
Private Banks (month ending 6th April, 1921) . 
Scotch Banks (month ending 19th March, 1921) 
Irish Banks (month ending 19th March, 1921) . 


Average Weekly 
Circulation. 

129,190,425 
2,168 
27,724,8/0 
r 22,091,877 


United iKihgdom 


£179,009,290 


The Bank of England was the ordy institution in April, 11521, with 
note issuipg powers in England. The last of the joint stock "banks 
in England with note issuing powers, the Northamptonshire Union 
Bank, Limited, lost such right on amalgamation with the Nationfil 
Provincial and Union Bank of England, Limited, in June, 1920, 
and the last of the private banks with the same right (Messrs. Fox, 
Fowler & Company), lost it on amalgamation witli Lloyds Bank 
in February, 1921. 



tHAPTER V 


THE BANKING POSITION 

It is ajmost ledundant to state that the bjinking position‘has 
been of exceptional interest during and since the war. Axioms 
Rave been tes\cd apd occasionally fpund jyanting ; but, on the 
whole, the experience of war, both in this cofintry and in Germany, 
Has proved that banking has its i^al apex in productive power 
and services. Criticism was levelled at the German banking system 
• ill the (;jirly stages of the war on'the ground that German banks, 
were too directl 3 i involved in commercial and industrial enterprises. 
Inevitable collapse of the German system was predicted if the 
war proved,to be of long duration. More mature consideration 
leads to the conclusion that neither in Germany nor in this country 
can there be a permanent collapse of the banking system, provided 
that the State is ever ready to pledge its credit (in other words, 
the natioi, r productive power) in support of the generally accepted 
custodians and manufacturers of credit—the banks—^in the event 
of a general demand for payment in the form of legal tender. 

Economic theory in relation to banking was triumphant during 
the war. The maxim that every debit has its contra credit some¬ 
where in the books of the banks of the United Kingdom was 
amply proved during the successive issues of War Loans and the 
financing of the war. 

In* the present chapter th® various important changes 4hat have 
taken plpce in the British Bapking^Position since the commence¬ 
ment of the war and u^ to the time of going to press are reviewed 
at length,'in particular flie unprecedented rate^of expansion of 
bank credit with its contra effect oT vicreasing bank deptisits, and 
also of increasing the so-chlled cash reserves of th(j*bank* A brief 
account is also included of the amalgamation m*0V(jment since the * 
outbreak of the war. * 

The review of the Joint Stock Bank poiStion will slrow tlftij the 
^reat expansion of bank credit during the war was mainly on 
Government account. Inste’ad of^th# Goverfiment makirp^greater • 
use of the weapon tif taxation and iifktituting a»system of com** 
pulsery loans, jfter suitable warding, it cHbse during thi^war ttie 

13 
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greater evil of paying for part of the goods and services it required 
for the prosecution of the war hy an expansion in bank credit. 
The economic e^'ils inevitably following in tlie wake of this vicious 
system of war finance are considered later, in the chapter on 
Inflation. All that need be repeated here is that when banks, on 
behalf of the Govesnment, credit customers who have supplied 
goods and services for the prosecution of the war, t^ey increase the 
available purchasing power of the ‘community at*a time when 
there is a great scarcity of goods and servoces available for civilian 
consump'tion. The inevitable flien happens—a rapid rise in prices, 
to be followed later by discontent and labour troubles. 

( a ) The Bank of England 

It has’well been descriptively said by the Editor of a weekly 
financial journal that any future historian who relies tOo chisely 
for information on the Bank of England’s Weekly Returns issued 
during the war is likely to flounder up to his neck. It is not 
possible to analyze to any degi'ee of accuracy tlu^ many fluctuations 
in the various items of the Weekly Returns that h.ive been issued 
since August, 1914, for the final figures in such Returns have been 
no safe guide to the nature and magnitude of financial operations 
that have taken place in the seven days intervening between the 
issue of successive returns. War finance necessarily causes many 
cross transfer entries to be made in the books of the Bank of 
England—the Central Institution-—during the course of each week, 
,of which there is often no evidence in the Weekly Retiuns. More¬ 
over, the Riethod of accounting in the books of the Bank of Eng’iand 
for loansp)f bankers’ spare balancefj. at fixed'rates of interest for 
short periods (instituted during the \var),‘nas not hei'ii disclosed. 
There is every reason to believe'that in'this matter thh Bank of 
England keted on behalf of thh Treasury^ such short loans having 
really beb.i made by the Joint Stock Bknks to the Government, 
'the Bank of Ecgfand simply acting as the medium between the 
lendbrs ^d* borrower, and so arranging its method of accounting 
for sjith transactions a^ not to increase its own liabilities on its 
Weekly Returns. During tho time this tiystem was in operatioh 
•there waf little 'corre.spondei,ce^ between the fluctuations in the 
*?mount of Way^and Mcans‘Advanccs outstanding and the amount 
of.Gove^mcnt Securities in the Weekly Returns. ,This subject is 
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refcrrc d,to ’again wlien discussing the influences that'-gave rise to 
an increase in the cash reserves of the Joint Stock Banks during the 
waf, but below there* is given a record of the various changes that 
were niaclp in the rates offered for bankers’ spare Balances. 

Ratiis for Loan of Bankers’ Spare BaIjAnces. —The system 
by wtiicli the Bank of Englanfl took loans from the other banks 
lit li.xed rales*of interest, repayable at thi^ee days’ notice, unless 
sireeially fixed for longer periods, was introduced at the commence¬ 
ment of 1916, but at first it was restfteted to loans from the clearing 
banks. **It necessarily gave the Bank of England a great control over 
.the inone^ market, for the rate it*offered on spare balances prac-^ 
tically establisli^'d a minimum below which the main dealers jn 
credit would not lend. It also practically displaced the official 
mihiraum discount rate as the governing "factor in the money 
market. During the first lullf of the year 1916, such interest rate 
faric'd from 4 to 4J per cent. For the greater part of the second 
half of the year (since the middle of July) the rate was 5 per cent. 
During t.H second wijpk in January,* 1917, after the cessation of 
sales of Treasury Bills, it was announced that the Bank of England 
was prepared to take .spare balances from the Scottish and Colonial 
banks, as well as from the clearing banks, the rate (for spare balances 
from the Scottish and Colonial banks) being 4J to 5 per cent., 
according to the currency of the loan. On 26th February, 1917, 
the Bank of England again altered 'the rate it was allowing on 
loans of spare* balances from other banks, making it 4J per cent.^ 
in the case of the clearing b^nks, and 4 and 4J per cent, jn the cfise 
of other banks, according to the currency of the loan. Although 
the Bank liatc was reduced from per cent, to 5 per cent, on 
5th April* 1917, no changb was tnade by the Bank of England in 
its special deposit rate of 4J pep cait. for bankers’ spars balances. 
On 19th June, 1917, howi'vcr, the .special deposit /ate !(#■ bankers’ 
spare balances was again reduced, to 4 per cent? ij the case^lhc** 
clearing banks, and to SJ per cent, in that of otBcr baiiljs. Ifc will 
be obsefved that on each occasion of change in rates, fffie rate given 
by the Bank of England to banks,outside the clearing was* kept 
i per cent, below the rate given to tl^ clearimg banks. . • 

On 15th November, 1917, the*Bank of England made a cofn« 
mencement of^differentjating tln^rates of interest it was prepared 
to allow on deposits "of homo and foreign money. On ^at date 
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it announced a special rate of 4,} per cent, on deposits o* foreign 
money made tlfrough the clearing banKs, but no alteration was 
made in the rate for domestic deposits by the clearing banks, 
which rate remained at 4 per cent. A reduction from 4 to per 
cent, was niade by ]l,he Bank of England on 2nd January, J918, in 
the rate for loans of domestic money from the clearing tranks, 
but no alteration was„madcjn the rate for ^reign’money, whiCii 
remained at 4J per ct.it. From this date the souices from which 
deposits of foreign money wouid bi- receieed were widened and not 
restricted to the clearing banks. On 14th February, 1918, the rate 
at which new issues of Treasury Bills were offered was reduced 
from 4 to 31 per cent. On the same day the Bank of England 
reduced from 3| to 3 per cent, its rate for domestic loans from the 
clearing banks. The rate on foreign money remained at 4f per cent. 
The Bank of Englana decided on 8th January, 1919, to withdraw, 
in the case of French, Belgium, and Italian deposits, the special 
rate of 4J per cent, allowed for loans of foreign money. As the 
exchanges of such countries were in favour of London, there was 
obviously no necessity to continue the high rate of interest for such 
deposits. On 21st July, 1919, it w.as announced that the Bank of 
England would cease on the following Wednesday, 23rd July, to 
allow 3 per cent, on three-day deposits made by the clearing banks, 
and that after the end of the month it would allow no interest on 
existing deposits. No alteration was, however, then made in the 
„ 4 J per cent, rate allowed on certain foreign balances, \vhich remained 
in operation until finally withdrawn /jn 20th October, 1919.' 

Position at Yearly Intervals^ —Refereifce has already been 
made to the impossibility of drawing q,ny definite conclusions from 
the Weekly Returns issued by‘the Bawk of England since the 
commencement of the war. , Thdugh the position of the Bank of 
England^at yctrly intervals since 6th ‘August, 1913, is given on 
■ page 50, the fgures shown convey no indication of the great 
fluctiuatians in the various items during the course of each year. 
GoveHimcnl borrowing‘in the form of Ways and Means Advances, 
and the issue of the various War LiAins, have given rise to 
» vary gf^at fluctuations in*the iteibs constituting the Weekly 
•*lJeturns. 

,To fhpsc who are not convcVsant with the significance l,o be 
attacliOT to fluctuations in the items conMituting thq Bank of 
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England Weekly Returns, the following explanatorj* remarks may 
be of some assistance in*reading the returns in the future. Taking 
the return relating to the Banking Departmenf, the item " Public 
Dc^rosits " represents balances standing to the fredit of various 
Government Departments. The item “ Gwenimcnt Securities” 
inclRdes Government obligatibns for temporary loans made to it, 
usually kfiowit as Ways and Means Advances. The item ‘‘ Other 
Deposits ’ includes the balances standing Wo the credit of the other 
• banks and to its other customers. And the item “ Other Securities ” 
incliutss securities deposited by its various customers other*than 
the Gov?rnmcnt for loans made «i- credited to thimi. Now, a most 
imporfant point to note about the Central Institutioa is that 
advances made by it do m.t usually entail withdrawids of legal 
tender, junless there is a greater demand ftir legal tender by the 
public or tfic other banks withdraw same to^trengthen the reserves 
•in their own strong rooms. Occasionally gold is withdrawn from 
the Bank of England for export. Wlioever obtains an advance 
from thi Bank of England, whether ’it be the Government, an 
institution, or a member of the money market or of the public, 
the drafts drawn against the advance will generally be paid into 
the other banks, because they arc the bankers of the general public.- 
The (hafts are later paid into the Bank of England by the other 
banks to their own credit. It may therefore be said that advances 
by the Bank of England simply invdive, in the main, entries in its 
own books, and the final result is an increase in the balances of 
tho other banks. ^ ^ • 

Ways and Mean# Advances, about which there has been much 
disctissfon during and iince the war* are teiSporary advances by the 
Bank of England * to t}\(;*6ovcrtnnent. This was a very justifiable 
form of advance before the war to provide the iGoveriwnent with 
credit for temporary andlshort periods whilst awaiting t^c receipts 
from taxation. During the war and since, tlto ^overnmeflt*ha» * 
called upon the Bank of England to make verf larg(j ^dvanses of 
this chSracter to supply the deficiency l»etween ex^n3it«rc and 
receipts from War Loans and taxation. The amount of* such 
advances outstanding has varied cy^isiderairly at different tii»es.. 
The evil of such advances is thaf the amount thc^reof is eventual »• 

* t 

UWays and Means AdVances are also madc'by Public Depsetment* to 
the Government. • • • 
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transferred 1 j the balances of the other banks at the Bank 
of England. On the strength of these incieased balances, the other 
banks arc able to inakc further loans to their.own customers, and 
all the evils of'inflation arise. When the Government proceeds 
to pay off WaysandMeans Advances, the opposite effect is produced. 
The balances of the other banks at* the Bank of England t'e.'.d to 
fall by a like amount, and the othes banks are Idffc wth greatly 
increased liabilities for,pi5rchasing power to th*o public resting on a 
considerably reduced cash bas’s. 

That the Bank of England does not view with favour the making 
of Ways and Means Advances to the Government for long periods 
is^obvio>is from letters that have frequently passed between the 
Chancelhv of the Exchequer and the Bank of Ii’ngland. Below 
there arc given copie.s* of two such letters— 


Copy of Letter 

From the Chasxellor of the Exchequer to the Bank of England, 
16th ilEPTEMBER. 1919, 

I am to request that you will move your Court to consent to advance 
during the quarter ending the 31st December, 1919, such amounts as may 
., from time to time be required for the Public Service at such rates of interest 
as may from time to time be agreed. 

I would propose that the arrangements set out in the second paragraph 
of iny predecessor's letter of the 5th January, 1918, should again apply to 
any advances made by the Bank during the ijiiarter in response to this 
request. 


‘ Copy of LETtER 

From Tiif, Bank of England to,the Chancellor of the Excijequf.r, 
22nu September,, 1919 

« • 

We beg to infffrrij you that your letter of thc^ I6th instant was laid before 
the Court di Directors at Uicir last rtieeliiig, and that they agreed to advance 
during the quarter ending the 31st Decembcij such amounts as may from 
tinr/ii^tirHc be required for the I^ubhc Service at such rates of interest as 
* may from time tc^itiifie be agreed. 

The arrang^cment^ set out in the second paragraph of your predecessor’s 
letter of tfte ^th January, 1918, again to apply to the advances made by 
the Batik during the cnsuillg quarter. * 

The Court, however, desire us to draw your attention both to the amount 
and to the duration of these Advances, which for the past two years have iif 
*■ efffcct to,^ large ej^tent partaken,.of the ndturc of a continuous loan ; and 
£ to express t|ie carne.st hope thiU: such loans may hereafter be obtained 

from the public, and the Advances frt^m the Bank once more confined to the 
tqrnporary requirements of the Treasury which it has lone been the Bank's 
privilegoOnd pleasure to furnish. ^ 
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, Comparing the Weekly Return of tlie Bank of England dated 
-4th August, 1920, with the one dated 22nd July, 1914 (just before 
the war), the changes in the various items nuiki«g up the return 
■ were as follows— 

(1) The.Note Circulation (notes issued by Issue Department less 
notes iu Banking Department) increased by«£97,171,785. Part 
of this increase^ was due to the Joint Stock Banks transferring 
Airly in 1920 *the ri^ainder of theii; gol(} ceserves (estimated at 
£35,000,000-;040,000,000) to the Bank of En^and, and substituting 
ifi part Bank of England Notes in their own reserves. Some ]:){irt 
of the iil^:reasc may hive been due to people subject to the Excess 
•Profits "fax who have cashed cheques and taken part or the whole • 
of the proceeds in the form of notes for hoarding Jiurpose^, with 
the object of part evasion of the tax. Before the war it was generally 
considered ii] financial circles^that from 70 to 75 per cent, of the 
Bank of England Note cireLiIation was in the tills, safes, and strong 
rooms of the Joint Stock Banks. The increase in the Note circula¬ 
tion includes Bank of England Notes for £18,600,000 set aside in 
the Currer,' • Note Rademption Account, in accordance with a 
provision made in a Treasury Minute dated 15th December, 1919. 
This matter is considered in the chapter on Currency. 

(2) The amount of gold coin and bullion held by the Bank of 
England in the Issue Department increased by £82,965,050 (nearly 
one-half of which was transferred fro^ the Joint Stock Banks). 
In the Banking Department the amount of gold and silver coin 
decreased by £21,216. 

^ (3f Public Deposits increased by £3,727,061, and Othei* Deposits 
by £ 88 , 590 , 501 , makftig a total,incre^se in deposits of £9^227,562. 
The greater part of the’inercase in " Other Deposits ” was due to 
increase in the balances (tf the Jmnt Stock Banks,at the Bank of 
England. _ * * 

(4) Government Securities increased by £65,260,'6l4, awd Q{her 

Securities by £41,155,803, making a total increase 4n securities of 
£106,416,617. * • • 

(5) The Banking R»serve (notes, gold, anft silver coin in Backing 
Bl'partment) decreased by £14,227,951 (£12,408,474 of this decrease 
took place .since 30th July, 1^19), butoif exprt;sse(f as a pwportiJp 
of the total deposit liabilities it fellJ[rony52 per cent? to 10 per cent. 

(6) , Seven dajj and other bills increased b^ £1,685. 

4—(1723) 
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THE POSITION OF THE BANK OF ENGLAND AT YEARLY 
INTERVALS SINCE 6th AUGUST, 1913* 

BANK OF ENGLAND 

Issue Department ' 


, At 

Notes 

Issuwl. 

' Total. ; 

Government 

• Other 


C - . 

- 

Debt. 

Securities. ' and Dnllion, 

Total. 

Aug 6, 1913 . 
July 22, 1914 . 
July 29, 1914 . 

. Aug 5, 1914 
Aug. 4, \915 
Aug 2, 1916 
Aug* 1, 1917 . 
July 31, 1918 
July 30, 1919 . 
Aug. 4, 1920 . 
Incrca.so since 

c 

55,970,030 

.57,014,410 

55,121,405 

44,491,070 

79,657,775 

71,360,195 

68,295,650 

85,012.730 

104,681,285 

139,979,460 

£ 

55.970,030 
, .57,014,410 
J^.I21,4o5 
44,191.070 
79,657,77' ' 
71.360,19.0 1 
(>8,295.650 ; 
8.5,012,730 ' 
104,681.285 ;! 
139,979,460 

j| 

* £ 

11,0^5,100 

11,015,100 

11,015,100 

n,oi5.i(K) 

11,01.5,100 

11.015,100 

11.015,10)) 
11,015,100 
11,015.100 
11,01.5,100 

£ 

7,434 90)> 
7,431,900 
7,431,hO() 

7.431.900 

7.431.9) )0 i 

7.131.900 1 

7.434.9) K> ( 
7,434,5)0)) ! 

7.434.9) ))) 

7.434.900 ; 

£ 

;7^,520f^).30 
38..564,4I0 
.36,671,105 
26,041,070 
61,207,775 
52 910,19,5 
49,845.650 
66,562,730" 
86.231,2 5 

121,.529,460 

— t -- 

£ 

.55,970,030 
.57,Ol4,4iO 
55.121,405 
44,491 070 
79,657,775 
71,360,195 
^ 68,295.650 
85,012.730 
104,681,285 
139.979,460 

t^uly 22, 1914. 

82,965.050 

82,965,0,50 ji 

— 

- 

82,965,050 

82,965,0.50 



Banking 

Dep/ rtment 





Liabilities. 




At 

Proprietors' 

C.ipital 


Public ' 

Other 





'Deposits 

Deposits. 

jOtlicr Pills 

lot.nl. 

Aug. 6, 1913 . 

July 22, 1914 . 

July 29, 1911 . 

Aug. .5, 1914 . 

Aug. 4, 1915 . 1 

Aug. 2, 1916 . : 

Aug 1, 1917 . i 

July 31, 1918 . : 

July 30, 1919 . : 

Aug 4, 1920 . ! 

Increase SHU c 

c 

14,55.1,000 
14,553,000 
14,5.5.3,000 
14,553,000 
14,553,000 
14,553,000 
14,55.3,0)10 
14,.5.53,0) «) 
l4,5.5j,fKX) 
14,5.53,000 

L 

3,512.457 

3,4 16.453 

3,191,756 
3,547 ))83 
.3,4.5)1,561 
3,410,042 
3,399.<M)4 
3,434.289 

3 3),4,4)I9 , 

3,4)K5,o72 

£ 

9,35)1,113 
13,735,39.) 
12,713,217 
11,499.452 
147,0,58.)>2l 1 
.51,009,979 ' 
44,811.739 ' 
37,789,088 ' 
17,881,0))9 
17,462,4.54 : 

i 

39,822,K)>5 
42.185,297 
.54,418,‘»08 
56,719,610 
81,221,3.35 
8.5,517,391 
128,744,l‘K> 
13K,41)).98(> 

116..554,7))0 
130,685,798 

i ^ 

1 1.3,7.34 

I 14,796 ' 

' 10,969 

10,312 
41,081 
31.924 
l<i,l)i7 
10,083 i 
13,812 , 
16,481 1 

£ 

67,252,169 

7.3,931,939 

85,187,850 

86,359,457 

249,324,-598 

54.. 522..3.36 

91.. 524.106 
94,227,446 
52.:))>6,930 
66.123,)>05 

July 22, IS14 . j 

— 

-40,581 

3.727.0<,I . 

88..5()0,50l 

l,)‘>85 1 

92,188,666 


‘ Including Exchequer, Savings Banks, Commissioners of National Debt 


ind Divulurid Aciount** 


Asseis. 


Aug 6, 1913 
22, 1914 . 
July 29, 1914 V 
Aug. 5, isfM , 
Aug. 4, 1915 
Aug.* 2, 1916. 
Aug. 1, 1917 . 
July 31, 1918 . 
ply 30, .1919 . 
^ug. 4. ifco . 

Increase since 
July 22, 1914 . 


c C 

• 12,7.56,539 
tl 1,005,126 
ll,Of)5,126 
11,041,1,'W 
46,874,IJG 
42,188 ,:«j 1 
50,439,661 
^ 58,601.132 
4.'1.14.f806 
76,265,940 

65,260,^4 


ScruriiK s. 

i 

26,088,,31>1 

33.632.762 

47.307.. 5.30 

65.. 351.656 
155,264.727 

75,657,166 
1 I<K654,852 
106.787.161 
*‘’,71.5.,5.50 
74,78^J,s565 

' 4I,I54.S03 


^otes. 

I _ 

/. 

26,013,865 
27,697,120 
25.41.5,0,55 
8,385,6.50 
46.171.745 
34,702,570 
27,819,240 
, 28.142.390 
25,294,030 
13,490,385^ 

■ 14,206,735 


<io!cl and 
.Silver told 

1,493,404 

1.. 599.931 

1.460.1.39 
I ,.580,9W 
1,013.980 

1.974.2.39 , 
2,610,3,53 ! 

696,760 I 

2.183.. 544 

1,-578.715 I 

- 21,'iie : 


67,2.52,169 

73.934,9,39 
8.5,187,8.50 
86,359.457 

249.,324,598 
154.522,336 
191.524,100 
194.227,446 
1 ■52.:166,9.30 
1 <>6,123,605 

92,188.666 
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The increase, namely, £106,416,617, in the item Scciijities shows 
the exteift to which the Bajjk of lingland, partly on account of the 
government, manufactured additional credit difrtng the course 
pf tin;war, and up to 4th August, 1920, and givas a acason for part 
pf the great increase that took place in the so-called cash reserves 
of the Joint Stock Banks (cash in hand and af Bank of England) 
dming the Ctfursa of the war. For, as already stated, credit manu¬ 
factured by the Banl»of England, in the main, usually gravitates 
by transfer to the balances of the Joyit Stocl: Banks at thy Bank* 
of England, if not in the first instance loaned direct to one or more 
of the Joint Stock Banks. This mi^tter is further explained later, 
Mien reviewing the causes of the great increase in the cash reserves 
of the Joint Stork Banks during the war. * 

Tljc sum of £160,428,000 was repaid to thp Bank of England 
iiiring the year ending 31st IVUirch, 1916, for advances previously 
made for war purposes by that Institidion. 

Below there is given the Bank of England Weekly Return dated 
25th May, 1921— 

J > * ^ 

BANK OF ENGLAND 
Wekk Ended Wednesday, 25th May, 1921 
IssjJE Department 


'J’otes issued . 

L 

. 144,990,91,5 

Govemmciit debt . 
Other sccuntios. 

Gold c^in and bullion , 

i 

11,015,100 
7,4.34,900 
. 126,540.915 


/144,990,915 


t:i44,990,915 


• 

•Banking Department 


lAahtlitic^. 

Proprietors' capital . 14,553,060 

^est.3,19«,391 

’ubhe deposits' . . 1«,119,117 

tther deposits. . . 112,060,283 

icven-day and other bills 11^802 

* Assets* 

government securities . 
Other securities. 

Notts . . . 

Golc\ £ftid silver coin . 

i 

38,106,122 
89,139,884 
1», 183,255 
1,808,632 

» 


,^146,237,893 | 


;^146.237,Q93 


Comparing the above* return with that dated 4th August, 1*920, 
he figures of which have been jilready given, tl;c following change^ 
re shown in the various items— 

nd “nd National Debt,. 
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(1) Note^ in Circulation, increase £1,318,585. 

(2) Gold coin and bullion (Issue Dcpattment), increase £5,011,455. 
Gold and sUver'-coin (Banking Department), increase £229,917. 

(3) Public DepQ5its, decrease £1,043,037; other Deposits, decrease 

£18,625,515; total deposits, decrease £19,668,552. ’ 

*(4) GovcrnmentGecurities, decrease £38,159,818; other Seyirities, 
increase £14,351,319; total securities, net decrease £23,808,499. 

(5) The Banking 'Reserve, increase £3,022,787, the Reserve 
representing 15 per cent, (jf total deposit liabilities, as against 
IP per cent, on 4th August, 1920. . 

The above changes indicate material improvement in^the position 
of the Bank of England between the two dates. • ' 

' Arrangement Made with the Federal Reserve Bank of 
New York. —On 3r4 May, 1917, the following interesting announce¬ 
ment was made con.cerning the establishment of important relations 
between the Bank of England and the Federal Reserve Bank of 
New York, which relations should prove of considerable practical 
value in the future— ^ 

“ Negotiations for establishing relations between the Bank of 
England and the Federal Reserve Bank of New York, which were 
commenced by the Governors of the respective institutions some 
months ago, have now been concluded. The arrangement provides 
that the Bank of England will act as the correspondent and agent 
in London of the Federal Reserve Bank of New York, and that 
the Federal Reserve Bank of New York will act in a similar capacity 
.in New York for the Bank of England. It is not the intent of 
the plan that these institutions Engage in commercial foreig." 
transaftions, the relationship established being primarily for the 
purpose of affording greater ^stabiK^y to rates of exchange by 
maintaining with each other rnutual Accounts of deposit, and by 
representing each other in the purchase of bills. Tlie plan will 

• aF- cfeate machinery by which transactions in gold and gold coin 
will be facilifated, which should result, in normal times, in elimin¬ 
ating dr Reducing the extensive and unnecessary shipments of gold 
between nations to settle international* balances, which have 
heretofore not infrequently prevailed. The relationship will also 

. establish a means ty whkSi if is hoped financing between the two 
countries can be acconVplisl^^^d in times of emergency without 

• undijfi strain upon the exchanges. * ^Provision is made for 
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participation, by other Federal Reserve Banks of yie United 
States desiring to join i)i tjie tran’sactions contemplated.” 


Bank Rate Changes. —A record of Bank R:ite dlhnges since the 
comnipncemcnt of the year 1914, and up to 31st J«ly, 1921, is shown 
in the table appended— 



BANK KATE CHANGES 

Date of Change, 

• • 

• _ • _ 

Kate. 

Duration 
in Days. 

J914 

. January 8 

• 

Thursday^ . 

% 

n 

•14 


22 . . 


4 

7 


. „ 29 . 


3 

182 


. ' July 30 

• 

4 

1 

* 

.« „ 31 

Friday 

8 

,1 


. August# 1 

Saturday 

10 • 

*5 


6 

Thursday 

6 

• 2 


8 

Saturday . . t 

.S 

705 

1916 

. 3uly 13 

Thursday 

6 

189 

1917 

, i January 18 


5i 

77 

f9!9 

. 1 April 5 


•S 

945 

. i November 6 


6 

161 

1920 

. 1 April 15 


7 

378 

1921 

. April 28 

•• • ■ 

(> 

56 


. 1 i line 23 # . 


28 


. 1 July 21 


5J 



In normal times Biink Kate changes are largely governed by the 
course of the foreign exchanges. During the war the changes 
were governed by domestic conditions, but the rates were at times 
merely nominal. Generally speaking, discount rates since 1915 
have been largely governed by the rates advertised for daily sales 
of Treasury Bills It is also to be noted, as already stated, that 
during* the period the Bank of Jingland offered to borrow bankers^ 
spare balances at fixed rates of ^interest, such rates displaced the 
official discount rate as the governing factor in the money market 
For some years previous tp’the wtir, the Bank Rate had shown 
an upward tendency, if averages Ih; cbi^idercd. During the forty 
years 1871-1910, the rate averaged £S 6s.-Sd.; duftng th»t hir ty, 
years 1881-1910, it averaged £3 6s. 9d.; during tlled^wenty years 
1891-1910, £3 5s. 3d.; during the ten years 1901-1^0, £3 3dP; 
and durin^the five years 1906-1910, £3 16s. 2fl. For the year WJl, 
thiprate averaged £3 9s. 5d. ; for 191^ £3 15s. 6d. ; and for .1913, 
£4 15s. 5d. It would almost hppear tjjat the tipwald tendency.iif 
recent pre-war years indicated the c^inp European d:onflagration. 

As already stated. Bank Rate during the wai%as mainly governed, 
by domestic conditions, hnd not by the usual ebb and flow of ^old 
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between London and foreign centres. Below are giver brief reasons 
for the changes that have been made indhe rate since 1914. 

On Tliursday* £3rd July, 1914, Austria-Hungary sent its ultimatum 
to Serbia. On Saturday, 25th July, conditions approaching^panic 
began to manifest themselves on the London Stock Exchange and 
the Continental Boluses. The folhiwing week the foreign ex<;diangcs 
fluctuated in an unprecedented manner, and finally,broke down 
altogether. On Tuesday, £8th July, Austria-Hungary declared 
''war against Serbia. By Thursday, 30th July, all tlie Stock 
E^;changes had closed with the exception of London, Ngw York, 
and the official market at Paris. After the close of Jnisiness on 
this day, the London Stock Exchange decided not to- re-open. 
The New York Stock E.xchange also decided to dose when it heard 
of the closing of the London Stock E.xchange, being unable to 
absorb the stream oLits own securities thrown on it by.the Continent 
and the United Kingdom. On Saturday, 1st August, Germany 
declared war against Russia. On Sunday, 2nd August, a state of 
war existed between Germany and France, and on the following 
day Germany declared war on France. War was declared 
between Great Britain and Germany on Tuesday, 4th August. 
Whilst these great events were happening, there took place a 
great rush of bill holders to the Bank of England with bills to 
discount. On Thursday, 30th July, the Bank raised its official 
minimum from 3 to 4 per cent. The closing of the London Stock 
Exchange the next day intensified this rush to such an extent that 
the Bank had immediately to raise its rate to 8 per cent. Even 
this drastic increase did not stem the fl(jod of bills that poured into 
the Batik from all qisarters far discount. Next day, on 1st August, 
the official rate was further raised to if) per cent. ; and Government 
interveption became imperative. On' Sunday, 2nd August, a 
Moratorium jvas proclainied in England on bills of exchange. 
•Oi^Monday, ^rtj August, Bank Holiday was extended to Thursday, 
6lh .August, ‘nvlusive. On the Thursday a general Moratorium 
was^pFoct.imed in tljc United Kingdom to remain in .force until 
4th September, and the Currency and Bank Notes Act was passed, 
authorizing thp Treasury td issue (^urrency Notes for £1 and lOs. 
•as legal tender for any amohnt These protective measures enabled 
the Bank of fengland to kedui ; its official ininimum to 6 per cent, 
’on Jbursday, 6th August, and to make a furtherleduction to 5 per 
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cent, on Saturday, 8lh August. From 23rd July tg 29th July, 
inclusivf, the Bank of E 4 igland'*s holding of “ Other Securities ” 
increased by about £13,700,000, and from 30th Jtify to 1st August, 
inchtsive, by about £18,000,000, the greater pa»t o4 which increase 
is considefed to have represented accommodation to the bill brokers 
in aiiiittempt to meet the calls ijiade on them ftom the other banks. 

The ncxt,cha»ge in the Bank Rate took place on Thursday, 13tb 
July, 1916. On tha1»day the rate was raised from 5 to 6 per cent., 
in order to protect the London Mongy Market against thej)ossiblcf 
effects pf a sudden upward movement that had taken placa in 
money raU^s in New York, which^ later experience proved to be 
’only te»iporary. On Thursday, 18th January, 1917, the official’ 
minimum rate wfls reduced from 6 to 5J per cent., the decline being 
attributed to improved money markei conditions in New York, 
largely duo to the early return flow of monty from the Western 
Sjates to New York and continued huge arrivals of gold from 
Europe. Completion of arrangements for a further British Loan 
in Aineric ■ for $250,000,000 (roughly, ^5^1,000,000) also helped the 
reduction. V further deduction in Bank Rate, from 5J to 5 per 
cent., took place on Thursday, 5th April, 1917, the day America 
entered the war on the side of the Allies. After this date no further 
change in Bank Rate was made until Thursday, 6th November, 
1919, an interval of 945 days. This is the longest period since 
the Bank Act was passed in 1844 th.at*Bank Riite has remained at 
one rate witlnjiit cliangc. From 22nd February, 1894, to 10th 
September, 1896, it remained at 2 per cent., a period of 931 day% ; ‘ 
and, as already stated, from 8th August, 1914, to 13th July, 1916, 
it remained at 5 per cent., a pewod of 705 days. The change made 
on Thursday, 6th Novemljer, 19J9, was an increase in the rate 
from 5 to 6 per cent, niis change^was due to :i.combination of 
causes, but in the main it was designed to check the speculative 
movement that became pronounced during the jlosing nf&Mhe*#! 
1919, and to administer an effective check to the d^ntand for furrier 
expansion of bank credit, if not to commence a graduqj ^oecss of 
(ffiflation. The rise id Bank liate was folfowed the next day by 
an increase in the rate for Treasury Bills to 5i per cent. A further 
increase in Bank Rate from 6 to 7 {^r%ent. was made on Thursday, 
15th April, 1920. As in the casf of ^hc previous increase, the 
change was due to sevfiral causes. Speculation was stUl active, 
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and there Ytere continuous demands for further loans from the 
banks. On the preceding day, the rafjc for Treasury Bills had 
been raised to CJi'per cent., owing to non-renewal by bankers and 
others during the previous fortnight of large amounts of maturities. 
As a consequence, the Government had been compelled to meet 
such bills largely b 5 l Ways and Mqans advances obtained frqm the 
Bank of England. A further cause of the increase to, 7 per cent, 
in Bank Rate may be trr.ced in tire restrictioiKof the fiduciary issue 
‘of Currency Notes, reference,to which is made in the chapter on 
Cufrency. 

Speculation having practicaUy ceased, and a heavy fisll in com¬ 
modity prices having been in progress since May, 1920, a first-step' 
deduction in Bank Rate from 7 to percent, was rhade on Thursday 
28th April, 1921. It was preceded by a reduction in the Treasjiury 
Bill rate, for three months’ maturities, from to 6 per cent., on 
lltb March, and the institution again, on 21st April, of the “ tender ” 
and “ additional sale ” system ot issue of Treasury Bills {see chapter 
VI, section “ Treasury Biljs ”). The rate for twelve month Treasury 
Bills was reduced from 6 to 5J per cent, on'26th April. It is inter¬ 
esting to note that only on two previous occasions since the Bank 
Act was passed in 1844 has Bank Rate been at 6J per cent. It 
was reduced from 7 to 6^ on 4th December, 1856, and from 6J to 6 
a fortnight later, and raised to 6| on 2nd April, 1857. 

A further reduction in B^nk Rate, from 6| to 6 per cent., took 
place on Thursday, 23rd June, 1921, and a third reduction, from 6 
to 5J per cent., a month later, on Tliursday, 21st July, 1921, in 
both cases partly with the object of’lcsseninp the interest burden, 
on indualry. 

•i 

^ (b) Joint Stock IAvnks 

« ' ' 

In the following review of the changes that took place in the posi- 
tkwwiirfie Join? Stock Banks during the seven years 31st December 
19J,3-31st Deciniber, 1920, it is to be understood that the general 
expression V Joint Stock Banks ” includes not only baiqks which 
are •established under the Jiiint Stock Conlpanics Acts, but also 
the few private banks remaifiing in the United Kingdom. It has 
afso to be borne in 'mind that, the banks are considered together 
as one unit. *The Armisfiice wth Germany''was signed on 11th 
November, 1918, and Peace declared on 28th June; 1919. 
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On this »nd following pages tables are given comparj^ig the balance 
sheet position of the Jojnt Sto*ck Banks at the cncl of 1919 with 
that at the end of 1913, an interval of six y»ars. (The relative 
position at the end of 1920 is considered latci») XJie main changes 
that to(tk place in the balance sheet position of the Joint Stock 
Barjrs during this period w(^c, it will be %jbserved from fables 
(a) and {c], an.increase of £1^328,000,000 in credit balance liabilities 
to customers, an i«creaso of £271,000,000> in their so-called Cash 
Reserves (usually described on balance sheets as cash in hand, et 
’Bank of England, etc.), an increase of £389,(X)0,000 in Investn^nts, 
an increjise of £20^,000,000 in Bills Discounted, and an increase 
of £5(U,000,000 in Advances. All these increases prove, as will 
be shown lateP, that there has been considerable credit inflation 
si|rce the commencement of the recent war, and that tile banking 
position' at the end of 19£3 was considerably better than that 
^ruling at the end of 1919. 

CoMDiNFD Balance Sheet of the Banks or the United Kingdom 
(E x . usive of thf. Bank of En«la«d), 1919 and 1913^ 

{Compilea -v “ The Statist,” and published in its issues dated 15th May, 
1920, and 25lh July, 1914) 


Table A. liabilities 

-1919-- --1913- 




! 

% of 
Total. 

1 

1 

• 1 

% of 
Total. 

; Increase for 
Six Years. 

• 

Capital paid up. 

£ 

77,1,55,000 

2-8 

71,202,000 

5'6 

i 

-f 5,95300« 

Kc^rve funds . 

1 64,398,000, 

2-3 

46,621,000 

3-7 

-K 17,777^000 

Total . . 

1 1^1,553,000 

. 51 

, 117,82^000 

9-3 

+, 23,730,000 

Notes in circula¬ 
tion 

1 * 

1 S7,4I3,00tl 

3il 

15,981,000 

1-2 

-h 41,432,000 

Acceptances 

161,09^00 

5-8 

63,458,000 j 

. 5-0 

d- 97,637,000 

Deposit,Current, 
and other ac¬ 
counts 

2,398,831,500 

• 

1 86-7 

I 

• 1 

1,070;68I,000 

^14-0 

• 

+ 15(1.000 

Profit balance . 

8,159,000 

•3 

6,094,000' 

[ • -5 

+ 2,065,000' 

Total Liabilities 

2,767,051,000 

1000 

1,274,037,000 

1000^ 

[+V93,o'i4,000 


^ * For its compilations, The Statist takes the ligiires ot tlie last Balance 
Sheets issued by the various Ixinks. The majori^ of these, and whicl^arc^ 
those of the most important banks, are dtted 31st December, fo*the year in 
question ; but a few a*e dated earlier, ^twyn 30th Junc^nd 31st December ;* 
or later, betwtfcen 1st January and Ist April* For^he purposes of aggregation, 
the«Balance Sh^bts are taken as if all made up on 31st December. 
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Table B. 

ASSET'S 



,-^..1919 

o »■' 

% of ■ 

Total. 

.-1913- 

% of ' Increase for 
Total, j Six«YeiUb 

Cash in hand, 
at Bank of 


; 

' £ 

« 


Kngland, etc. 
Mwney at Call 

443,538,Q0()' 

Ib'o 

173,183,000 

*Kb6 -I- 270,353,000 

and at SHort 





NotPre * 

1.50,594,000 

5-5 

124,755,000 

9-7 + 25,839,000 

Investments . 

600,035,000 

21-7 

210,934,000 

16-6! 1- 380,101,000 

Bdlsdiscounted' 

364,722,000- 

13-2' 

121,908,000 

9-5 b 242,814,000 

Advances^ 
Liability of ('iis- 

1,018,476,000- 

36-8 

552,268,000 

43-4 1 466,^08,000 

tomer^ hn 





AcceptancfS . 
Bank premist"!. 

161,09.5,000 

5-8 

63,458,000 

5 0 b 97,637,060 

etc. 

28,59l''000 

1-0 

27,529,000 

2-2 -1- 1,062,000 

Total Assets . 

2,767,051,000 

100 0 

1,274,037,000 

1(10 0 1 1.403,014,000 




In the following pages the annual changes in the various items 
composing the balance sheets of Joint Stock Banks are reviewed 
at length since 1913, reasons being given where possible for annual 
variations. It is not possible to give exact figures in all cases, on 
account of lack of uniformit34'among the banks in compiling their 
balance sheets. It is to be hoped tliat in the near future the banks 
wil> agree to issue a uniform balance sheet. This should now, be 
possible in view of the amalgamation movement having considerably 
reduced tlfc number of banks in'receiit years. 

In the table of Assets on p.ige 59 it fiss^ been assumed that the 
experiencelOf baitks that separate.on their balance sheets "Cash 
in hand ^d at ^ank of Erigfand ” from;" Money at Call and at 
^hdft“W)tice,” and " Bills Discounted " from " Advances," the 
one ifom the^others is that of all the banks, and the amounts have 
been a;ji5dfti(»ncd on thi^ basis— 

* Where stated separately. In all ca.scs banks do not separate on their” 
jbalance sheets their cash i'-om their call loads or their bills discounted from 
their advaiKes. ^ • 

*' • These amount^ should reallt lie \346,658,000 anti 1.0.36 540,000, 77 k 
Statist in its summanzationnof bmance sheets havyig inadvcrently placed an 
amftnnt^of ;^18,064,000 in the wrong column. , * ’ 
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CoMniNiyD Balance Sheet of the Banks of the United Kingdom 
^(Exclusive of the Bank pF England), 1919 ANif 1913 


Tahi.e C. 

• 

(For Lia^Jililies see Table A on ^7) 

ASSETS 

ncrcasc for 
Six Year',. 



% of 

'liotal. 


% of I 
Total 

* • 

. L 


• /• 


L 

Ca.sli in hand, at 



• 



Bank of h'ng- 



m 


• 

land, etc 

■123,0110,000 

15-3 

152,000,000 

11-9 -f 

271,QpO,000 

Munt“5* at C\i!I 

• 



1 


and at*Short 






Notn^fi 

171,01)0,000 

6-2 

146,000,000 

11-I -1- 

25,000,090 

InvfslincTits . 

1 000,000,000 

21-7 

2I1,()()0,0(10 

16-6 -1- 

•i89,000,000 

Bill?>di8Lountod 

37(),()00.000 

i:b(> 

1(>8.000.000 

13-2 4- 

208,000,000 

Advances 

1,007.000,000 

36-4 

50d,000,000 

39-7: I- 

’501,000,000 

fjainhty of ('ns- 

161,000,0(10 

,S-8 

(43,000,1)00 

5-0 + 

98,000,000 

loincrs tdr 

• 


. 



Acceptances 






Bank prt'inihes. 






etc. 

20.000,000 

10 

28,000,000 

2-2 -p 

1,000,000 

Total A -ts. 

2.7(>7,000,000 

• 

1000 

1*27S,00(),()0() 

100-0 -) 

1,493,000000 


Paid-up Capital and Kkskrve Funds 

Tlie following table shows at annual intervals the amount of 
Paid-up Capital and Reserve Ihinds since 1913— 


At 31st December. 

; Paid-up Capital. 

Reserve Funds 

Total. 

• 

• L 

i 

1 

1 

i 

1 

1 • 

1913 . . , 

. . 71,202,000 

46,621,000 

117,823,000 

I9M 

. i 70,632,00g 

46,209,000 

416,841,000 

1915 

.♦ • 70,623,000 

44,644,000 

115,267,000 

1916 

. ' .*>0,697,000 

43,578,000 

114,275,000 

1917 

. • 72 002,000 

46,7644)00 

118,766,000 

1918 

73,89«,()00 , 

56,405,()()0 

•130,301,000 

1919 

. ; 77,155,000 

(i4,398,^00 

141,553,000 



1^. 





Increase for six years 

5,953,000 

n.T'A.fOO 

23,730,000 • 


The combined bldance sheet already*given shows thaf paid-up 
capital represented only ^2-8 per* cent, of the total liabilities in 
1919 as against 5-6 per cent, hi <913. *The corresp»nding*.pef- 
centages for the'Reserve FuiAs \^'re 2-3 antf 3-7. respectively. 
Ii* the case <»f both^jAid-up capital and reserve funds, it is evklent 
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there should be a substantial increase in the near future to support 
the enormous increase in the credit balance liabilities of the banks 
since 1913. Part cf-thc increase in capital since 1917 represents 
duplication throuc'h bank purchase of shares in other banks. 

» 

, Notes in Circulation 

Tile following table shows the annual increases in the amount of 
notes in circulation (e.xclnsive of Bank of England and Treasury 
Notes) since 1913— ' 


Noriis IN Circulation 


At 31st December 

Ariit-unt. 

1 Increase 

' • 

i 

L 

1914 . 

20,708,000 

^.rn.ma 

1915 . 

27.773.000 

7,(165,000 

1910 . 

34,814,000 

7,041,000 

1917 . 

42.293.000 

7,479,000 

1918 . 

58,324,000 

14,031,000 

1919 . 

57,413.000 

1,089,000 

Increase for 

>ix- years 

41,432,000 


The increase is practically wholly due to increase in the note 
ciffculations of Irish and Scotch Banks. The average weekly 
circulation for the month ending 3rd January, 1914, of the English 
Private Banks and English Joint Stock Banks was only about 
£119,000, and for the month ending 3rd January, 1920, only about 
£^84,000. 

* Acceftances, 

The following table shows the,annual variatiifns in the amount 
of acceptances outstanding since 1913— 


‘ Acceptances <OuysTANDiN(j 


^ ^K3Ist Dffreniber ' 

Aihoiint. 

Increase. 

t* 1 

/ 

/ 

1914.. ‘ . 1 

50,770,000 

- 12,688,000 

,1415<. . .J 

65,831,000 

15,061,000 

1916 . . .1 

74,336,000 

'8,505,000 

1917 . . . i 

7(1,630,000 

- 3,706,000 

1918 . .. ,. 1 

65,080,000, i 

- 5,550,000 

1»19 . 

l(t; ,0(15,000 i 

96,015,000 

Increase Oor 

\ '» 

SIX years 

i 

97,637,000 
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The gr«at increase of £96,015,000 during 1919 in,the amount of 
arccjAances outstanding was *duc to the resumption of overseas 
trade after the termination of the war. TKs figure naturally 
reflects increased prices of commodities. The Joint Stock Banks 
even before the war were showing an increasing willingness to 
un4tTtakc acceptance business, and doubtle^ this class of profitable 
business .wi^l continue to g^ow in the future. ' 

• « • • 

Deposit and Current .^ccount Liabilities jo 

. Customers 

« « 

The following table shows the annual increases in the amount 
due on Current and Deposit Accounts since 1913-ir- • 


, Amount Due on Current and Dei'osit Accounts 


At 31st December. 

Amtiuiil. 

Increase. 


L 

i 

1914 . 

l.lfiTJiS.ftOO 

96„574,000 

1915 . r 

1,271,70(1,000 

104,451,000 

191(1 . 

1,478,840,000 

207,134,000 

1917 . 

1,742,902,000 

264,062,000 

1918 . 

2,033,518,000 

290,616,000 

1919 . 

2,398,831,000 

365,313,000 

Increase for six years 

,(1,328,150,000 


The enormous increase in banking deposits during the war,is*a 
phenomenon which is appafently anomalous. To the ca?ual observer 
it might appear tfiat Die general uncertaiiity of a state*of war, the 
issue of War Loans, thc^pressure of taxation and the expenditure 
of the Government ill foreign countries woukl tend to deplete 
deposits in banks. Oil the contrary, the above table shows that 
deposits increased consaderably (luring the wa^, the fllweasn for* 
the six years ending 31st December, 1919, 1x^1^^1,328,150,000, or 
at the/ate of about £221,000,000 per annum. This |jJit8kof increase 
is about seven timc% the average rate, namely, £30,000,00fl, experi¬ 
enced during the ten years immediately preceding the war, 1904- 
1913. As is explained in the following p’agcs, the great inefeas? 
in bank deposits tluring the wSr was primarily*due to expansion 
of»bank credit, mainly on Government account. 
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From the copiposition of the combined balance sheet of the banks 
of the United Kingdom (exclusive of the Uank of England) Shown 
already, and the rtetessity of balancing both sides of the account, 
it is obvious that ataany time the aggregate of customers’ credit 
balances, apart from any excess deposit over withdrawal of legal 
tender by customers, r'r a reduction ifi the relatively small anicnnt 
of own notes outstanding, can only increase by various, forms of 
credit advances by the banks,* or purchases of securities by the 
banks from the open market, o\- subscription by the banks to new 
issuer. Even when banks purchase securities from the open nunket, 
or subscribe to new issues, it is but a form of bank expansion of 
credit, for the net effect of an increase in the amount of invest¬ 
ments held by a bank is to place an equivalent aniount of credit 
at the disposal of the sellers or issuers of the so-called investment^. 
In their effect in increasing deposits, it is immatcrird whether 
advances be at call, or at short notice, or for more or less fixed 
periods, or permanent in the form of purchases of securities, and 
whether made to the Goveriyngnt or the general public. As already 
stated, prior to the war, during the ten yc^rs 1904-1913, bank 
deposits increased on an average about £30,000,000 a year. Of this 
increase, about £27,000,000 was due to bank credit expansion ; 
in other words, to bank advances and bank purchase of securities 
(permanent advances until sale of investments); the remaining 
£3,000,000 or less being due t.i excess deposit over withrlrawal of 
legal tender, mainly gold by customers, and possibly increased 
hbldings of Bank of England notes. 

The influences that may give rise to an increase in the aggregate 
of bank deposits, not orly in war tinre but also in peace time, are 
so little understood by the general^ public that it will be advisable 
to consider^ them lindividually. Several aie secondary in origin. 
Some of them oix'rate in varied /orms according to the presence or 
« abseaes 45^'various accompanying conditions. Some of these con¬ 
ditions are sufficferitly general to reappear in a number of cases. 
The influeifce; tending to increase credit balances will not neces¬ 
sarily disclose themselves if part or the whole of the created credit 
is absorbed in liquidation of ddrit balances, or if other influences 
are«operatkig at the same timd tending to reduce the aggregate of 
credit balances. ^ 

But before discussing in detail the reasoris for variation in the 
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aggregate ^of bank deposits at any time, it will be advisable to 
define* the meaning attached to the word “ Deposits ” by Joint 
Stock Banks. The word is used to cover liabilities by the banks 
tef their customers on current accounts and,deppsit accounts, as 
weTl as .sundry inside impersonal accounts in making up their 
balance sheets, for British banks do not separate such items orf their 
pubTished balance sheets. A* more suitable expression than the 
word " Deposits ”,to repreJent bapk lijUilities to customers and 
the credit balances of bank impersonal ifccounts, and one ocsi- 
sionally used in the following pages, is " Credit Balances^’ or 
" Totiil or Aggregate Credit Balances,” because bank liabilities to 
custoi^ers, whether on deposit or on current account, represent 
credit balances»at the command of customers. * * 

It is also necessary to bear in mind when analyzing tlie causes 
o^variation in the aggregate^of bank deposits, the difference between 
the London and the provincial methods of recording loans of credit. 
*l'he provincial method is to allow a customer to overdraw his 
account up to the agreed limit, and the account is debited, from 
time to t li e, only viith the amount of credit actually used and 
transferred to other persons. In London, however, it is usual for 
the customer to arrange for a loan of a given amount to be credited 
to his account forthwith, or to arrange a loan limit and instruct the* 
bank, from time to time, to place specified amounts to his credit 
under the limit. Under the provincial bank method of recording 
loans of credit, and considering the banks as a whole, if a bank 
agrees to grant credit, say to the extent of £10,000 to A, \^h» 
evehtually transfers it to athcr customers of the sainti or other 
banks, the effect 8n total credit ,balancef and loans,will vary 
according to the relatioTi toihe bank of the recipients of A’s cheques. 

If, for instance, A gives * cheque’for £10,000 to Z, who already has 
£3,000 standing to his credit, the fot^credit balances and foans of the 
banks, so far as this transaction is concerned, will tach be1vrs%sed . 
by £10,000. If the cheque for £10,000 be paid fo *1, who owes his * 
bank, sa^, £15,000, then the net effect will be no chaiij^S i%the Total 
credit balances or in'loans. Again, if A Tlividcd his loan equally 
Between Y and Z, the total credit balances and loans will each be 
increased by £5,000. Furtlier, supj^ise A j?ays Tiis loan/in eqfi,al * 
portions to V and W, each of wifcom is indebted^o his bank for 
amoiints of at Jeast £5,000, then there wilf be no addition to the 
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total credit balances nor to loans. This reaction of the destination 
of bank credits is a phenomenon 'which occurs frequently'in the 
discussion of caiffikS which follows, and its operation must be 
allowed for in any attempt at an estimation of their total ;ind 
composite effects. • 

Having defined t('.e meaning t^ be attached to the • yord 
“ deposits,” and explained the difference between the Lyndon and 
provincial melhods of rurvrding loans of credit, we will now leview 
at length the influences that may at any time give rise to variation 
in the amount of deposits, the banks being considered collectively 
as one unit. 

1. Increase in the Cash held by Banks or in their Balances 
AT THE flANK OF ENGLAND. —It is obvious that if acvistonicr pays in 
legal tender to his credjt at a bank, the effect of the transaction must 
be to tend to increase the aggregate of credit balances, unless the 
payment inwards is partly or wholly absorbed in liquidation of a 
debit balance, or the legal tender has been withdrawn from another 
bank. Generally speaking, any contraction in the legal tender 
circulation will tend to reflect itself in arr increase in the cash 
reserves of the banks, and per cmilra in the deposit liabilities. Over 
a period of years any increase in deposit liabilities due to excess 
deposit over withdrawal of legal tender must, liow'cver, necessarily 
be small as compMed with increase due to credit expansion ; for 
during the fifty-six years 1858-1913, according to Board of Trade 
Returns, the United Kingdom only imported an excess over exports 
4Df,gold of about ;£4,000,000 a year. Part of such excess will have 
been absofbed by increased currency 'requirements, jewellery, and 
the arts jnd manufacVires. , 

If a bank increases its own cash reserves by withdrawal of legal 
tender from tha Bank of England, its ‘balance thereat will be 
debited, and obviously there Avill fie no cjiange in the aggregate of 
credit iSlances,* because balances of chstomers of Joint Stock 
Banks would nA Jie affected by such a transfer. If, however, the 
balance rrf a* Joint Stock Bank at the Bank of England be jpcrcased 
by payment inwards of drafts drawn on the latter bank, and received 
by the Joint Stock Bank from its own customers, the aggregate 
of*credit\balances wilT tend tti be increased unless such customers 
have debit balances. Other melhods by whicSi Joint, Stock Bank 
cash reserves may be increased are discussed later dn the chajrter. 
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2. Increase in Money at Call and at Short Nc^ice Loaned 
BY BAfftiS. —An increase jp bank%ans at call cr at short notice will 
t^nd to increase the aggregate of credit balafi<53S provided the 
exti*i credit is transferred by the borrowers *o customers of the 
Joint Stock Banks and is not used in liquidation of debit balances, 
nor ^jansferred to the Bank yf England inViquidation of other 
loans. Suqli loans by the Jomt Stock Banks afe usually made to 
bill-brokers, the Stock Exchange, and various other financiers. 
At certain periods of the war, th(^ Government lK)rrow,ed largs 
amounts of credit from the Joint Stock Banks repayable at short 
notice, tlifough th(! medium of the Bank of England. The evil 
effects *if such borrowing, as tending to inflation, are considered 
hereafter. • 

ChangI'S in the Amount of FLo.mNy Foreign I?alances 
IN London..— Where these (Jianges are due Jo e.xports or imports 
of gold, the aggregate of credit balaiii'cs in the United Kingdom 
will geneially tend to decrease or increase—exports of gold tending 
towards a decrease and conve rsely. .H, on the other hand, the 
change were due to exports of goods, the accounts of the exporters 
of the goods would be credited with the proceeds of the goods, 
while the foreign balances would be debited, and the net effect 
on credit balances will tend to be either a reduction in the aggregate * 
or else no change in it—the former arising when the credit for exports 
passes to an account with a previous ik'lnt lialance. Conversely, a 
change in the floating foreign balances in lamdon due to imports 
will result either in an increase or else in no alteration in the ’ 
aggregate of credit balances? 

4. Tub Calling in ^oe Fiio.\ti>4g FoiUiiGN Bal.\nc*s from 
Abroad. —The effect on CR'dit balances will wary according to 
whether the foreign baktnees are at the call of .banks or other 
institutions and indivuluals, and alsti according to the form in 
which remittance takes place. 

(a) When Called in by Hanks. If (he remittance.b^ in gold, it yill 
have no yffect on credit balances. The item " Money/aCCall and 
at Short Notice ” in flic bank’s balance sheet will be diminished, 
wliile “ Cash in hand and at the Banktif England "will be increased 
fiy the amount remitted. On the otl*.‘r hamf, if the remiftance i« 
made indirecUy in tht; form of gootfs, credit ^alances would tend to 
dimiiTish as tlic^commmlity pays for the goods ; w'hilc advpnce's 

5-(171!3) 
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would increase if the goods wore partly consumed by tht community 
on a further extension of credit. i 

(b) When CaUM in by other Institutions or by Individuals. If the 
remittance be (in gtdd, and is paid into the banks, credit balances 
will increase, unless and to the extent such payment be made to 
accounts where thAe bo debtor balances, in liquidation 'thereof. 
Indirect remittau'ce in the form (4 goods which are-sold to the 
community will tcnd^Vd credte credits and debits in the books of 
'banks yf the United Kingdofn, which in the aggregate will cancel 
each other. To the e.xtent, however, that purchasers of the goods 
pay for them by means of lyans from their banks, both credit 
balances and advances will tend to increase. ’• 

a 

5. Decrease in the Amount of Outst!Inding I.ondon 
Acceptances.— A decrease in the amount of bills draun from 
abroad and discounted by banks or other institutions in the United 
Kingdom will have an effect on credit balances generally simihr 
to that already indicated above in the calling in of floating balances 
from abroad. When, however, the bills accepted by London 
banks and financial hou.ses are held abroad, a reduction in the 
amount of them will have diverse effects upon credit balanct's in 
the United Kingduin according to the character of the transactions. 
(a) When bills are accepted for goods supplied to the United 
Kingdom, gold may be exported from the United Kingdom in 
payment of some of the iirlebtedne.ss at maturity. In that case, 
aggregate credit balances in the United Kingdc/in will tend to 
diminish -pro tanlo. (b) If, however, goods aie e.xporled in (irdcr 
to make’ final payment, credit and llebit eijtnes will be made in 
the booiis of the banks of thoUnitfd Kingdom which will generally 
tend to cancel each other, f^) WlA'/e the London acceptances 
arose in^ the process of finaqging tradc*between foreign countries 
and were held or discouiit?d abroad, a reduction in the amount 
6f4h^‘ will havg no ultimate effect on the aggregate credit balances 
ii^this country,except where default occurs at the maturity of the 
bills 'Fherf; ircumstanws in the latter case involve the same general 
considerations as occur in the issue of loans tiy the United Kingdom 
to Gilonies an^ foreign coiifitries, ;yid may be more conveniently 
■considA'ed under these heads. (.See paragraphs 10 and 11). 

6. Contraction o^! Outstanding Tradi? Debts Within the 
UniJTED Kingdo.m. —It is probable that flip contraction of irtternal 
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trade debts at the beginning of the war did not exerci^ a material 
effect u;pon the aggregate.of banle credit balances. According to 
thj method of accountancy amongst provincid *banks, if both 
debtor and creditor had credit balances there w»iuhk be no change 
in the aggregate of credit balances. Likewise, if both had debit 
baiang», there would be no clyinge. If, on Uic other hand, the 
debtor had ,a ^redit balance a^id the creditor a debit b.-ilance, the 
consequence of the reduction or payment ft/^lhe debt would be to 
cause a corresponding reduction botji in credit balances,and in* 
arivanees in the books of the banks. Finally, if the debtor had a 
debit bakiiice, and tlie creditor a^ credit balance, the payment 
would rowiU in an increase both in advances and in credit bajances. 

7. SuBsrRiPTicfNS BV THE Gknerai, Pubiic to W.\r Loan.s, 
Ex^iiEQtJER Bonds, Treasury Bites, or, other Securities 
Issued by the State, —Wlu'ii custonuis o^ banks subscribe to 
these issues from balances standing at their credit with their 
bankers, there will bo no ultimate effect upon the aggregate credit 
balances, i nless some of the subseqyeijt disbursements by the 
Government alfimately»rcach accounts with a debit balance. In 
that case the result would tend to be a reduction in advances and 
also in credit balances. It is indisputable that a large amount of 
Government disbursements has reached accounts which before the 
war had a debit balance, representing an old loan of credit, trans¬ 
forming the debit into a credit ; but» owing to the influence of 
other causes, the extent of this movement cannot be stated quan¬ 
titatively. On the other liaml, where the customer of a bank 
, has a debit balance at the ^ime he subscribes to one of these 
issues, or. wliiTi', having previously had » credit baljnice, he 
borrows from his bank for |he piirjroses of such subscription, bank 
advances and credit bakfliccs arc Ijoth thereby iiroporjionately 
increased. . , * 

Though customers’ subscriptions to War I^ians.out of the!! rflTrt 
credit balances, do not, after Government disbursejnents^ affect tjre 
aggregatcjif balances due to customers of blanks, unless^raH yf the 
disbursements find the*r way to accounts v\ith debit balances, in 
aclual practice some of the b^nks g.T’more than tl^eir share of thf 
return credits, for locality exercises^ considerably' inflitbnce iil 
the final distribution tf credits, even in peacu time. 

8. SuBSCRiPTieNS BY^ Banks to War Loans, Treasury Bitls, 
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Excheque| Bonds, or other Securities Issued by the 
Government. —Tiie great increase in, deposit liabiJitie's (credit 
balances) durirt;^ the war was primaidy due to the manufaftr’ire 
of additional «red»t in various forms by the Gi.vernment aixl the 
banks. When hanks subscribe to War Loans direct, orinake loans 
to the Governmeirt in any otliej- direct or indirect forbi, they 
cause an e.xpansibn in the aggregalp of the credit ^aUiiices due to 
their customers, hecartsi', taking the hanks cAllecI ively, they in net 
•effect t»,y sucli loans (afti-r \jinuus transfer and le-lransfer entries 

between hankers’ Ixilances and I'ulilic Accounts al I lie Bank of 

• « 

England) contract with the Government, in return t<f a ceitain 
rate or rates of interest, to credit the amount of tlieir sul»ei iptions 
to customers to whom payments are due from life Go\’ei niiieut for 
goods and senaces. .This the hanks are able to do because they are 
the generally accepfed custodians wf criilit. It is-ohvious that 
the result of such action must he an e.xpausion in the aggregate.of 
the credit balances due to their customers. 

The analysis of the ijitymediate effects of hank subscriptions 
to War Loans or other form of Goveinmi*nl loan involves several 
stages. In the first instance the banks, in return for tliiir suh- 
■scriptions, receive a contract from the Government to pay them a 
certain rate of interest, which is determined according to the terms 
of the special security, while the security is usually itself marketable. 
The subscribing by the bulks to a Governinenl loan involves a 
transfer from hankers’ balances at the Bank of Ejigland (nuhided 
♦n the heading “ Other Deposits ”) to the balances in favour of the 
Gov'ernment at the Bank of Engifuid (inejuded in the heading 
" Public Depo.sits ”).• As soo»i as jku t or tjie whole of thetransfer of 
credit is made, the Government draW-j u])on its increased balances 
at the Bank irr order to jiay^nKuiufactuTcrs and others part or the 
whole of the amounts it (jv^c;s them fon goods and services. These 
pttynUfnts are mpide by warrants which are eventually, in the main, 
pgid into the Jwint Stock Banks by those of their recijiieiils who are 
cust^irffrs^if such bagks. The warrants are finally acc<)unled for 
by the Bank of England, whidi debits "Public Deposits" with 
Jhe amount, aijd at the sam5 time ejedits the Joint Slock Banks in 
•“ Othet Dep^its’’ with tifc sunns for which they had previously 
given credit to their customers. It would seem as itcredit balance 
liabilities would be increased by the amoujit of lltmk subscriptions 
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to Governinwit loans, and this in effect would tend to )jc so if none 
of the recipients of the Government warrants had debit balances 
wt^^tho Joint Stock Banks. In such cases bank (Wbnary advances 
woul< tend to decrease. The effect of these two^)pp*sed tendencies 
and other Counteracting causes was clearly shown by the difference 
in the*y’ear 1915 between the aijiount of bankVibscriptions to the 
JVar Loan of that year (apart from subscript ions *to Treasury Bills) 
and the increase in the aggregate of*creriff,balances. To the 
per Cent. War Loan issued m June* 1915, the banks suljscnbeiT 
about £2()(),(M)(),000. ,Yet the increase in the deposit habilities»of 
banks d'uwng the year 1915 annjunted to only £104,451,000. 
Advaiu'i*; to customers decreased by £38,0tt0,000. ^ 1 hese figures 
prove tliat some fif the new credit was absorbed in liqtiidaGon of a 
certain amount of old private credit. I wo, factors that tended 
to operate to reduce credit liwlauces during Uic war were reduced 
bi]ink holdings of mercantile bills and the e.xcess withdrawal over 
deposit of legal tender by customers. 

It is 1101 possilile to state the exact apKjunt of bank .subscriptions 
to War Lo. 1 s since thC commencement of the war. To the first 
Loan, issued in 1914, bank subscriptions are said to hav’c amounted 
to nearly £100,000,000 ; to the second Loan, issued in 1915, to 
about £200,000,000 ; and to the fourth Loan, issued in 1919, to 
£111,000,000 (amount stated by Chancellor of E.xchequer). Possibly 
these amounis include subscriptions it/t only from British home 
banks but also from other banks with offices m this country. The 
third L('an, issued in 1917, included no direct applications frowi 
the banks, but it included a large amount (some estimates place it 
as high a- £200,000,00(1) of ciTdit granted 4)y the baiil*. to the 
public for the purpose of suWscribiiig to the loan. Until those who 
borrowed from the banks for siycli .purpose repay the jdvances, 
their subscriptions are, in'effect, baij? subscriptions. Ihe greater 
part of such advances has now been repaid tq tjie baiiRk, 4»ift 
whatever the amount outstanding at any time, it would tcnd,to 
reflect its«lf in a coires]xinding increase injhe aggregate M .credit 
Ix'^lance liabilities of banks. On 31st December, 1919, the London 
Joint City and Midland Bank,had onfy about.£ 15,^0,000, and th.e 
National Provincial and Union Bankfif England aljjiut £7^600,000 
of advances mit.stancting that had been ma|jc to assist customers 
in subscribing tfl War J/oans. 
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WJiat anyiunt of investments the banks have sofd since the 
commencement of the war, it is also impossible to estimate with 
any degree of afAiracy. All that can be said in this matter is /kat 
the banks have soW foreign and Colonial securities when rc<}uired 
to do so under the Government’s schemes for the mobilization of 
securities during tkb war. Hencaforth, the banks will probably 
gradually place oh the market, in tljcir desire to aid.d 0 flation, parf 
of the investments tl(^y hav6 unwillingly accfiiircd during the war, 
•when tlie market i)rices of 4'ic securities arc high enough not to 
involve them in any great loss. , . 

9. Bank Purchases of Secjjrities fro.m the Open Market.— 
Whenjianks piucliase securities from the open market they have 
necessarily to arrange, directly or indirectly, for'the sellers to be 
credited for their safes or to make payment in the foini of legal 
fender. Obviousty, •'! the sellers elect, as is gencrtflly the case, 
to be credited in the books of the banks, the aggregate of creeVt 
balances will tend to increase. Should, however, the .sellers elect 
to take legal tender fron> the banks, there will be no tendency for 
credit balances to increase as a result of tlif stiles until some of the 
withdrawn legal tender finds its way back to the banks from 
circulation, 

10. Loans to British Colonie.s, Aleies, and Neutrals. -The 
effect of these upon the aggregate credit balances in the United 
Kingdom will vtiry with tin* characti'r of the h aii. (a) If the loan 
is remitted in the form of rntinufaciiired goods aiid the manufac¬ 
turer receives payment indirectly in a War Loan issued by the 
British (Government, there will be no eliang;- in the aggregate of 
credit belances, (i)*If the Rianufactiiier, leceives cash‘from the 
British Government, which cash thaf .Government has borrowed, 
the effect^on tht*aggregate (le^ht lialances will depend upon whether 
the recipient of the rash has'a debit balance at his bank or not and 
thf* sdCrce of f]^e borrowing by the Government. As already 
shfiwn, if he has,i debit balance, so far credit balances at his bank 
will lyjt^eincreased : .conversely, if he has a credit bahitice, there 
will tend to be a like increase in the credit balances at his bar^k. 
(c) If the loan if one.for payment for purchases in the United States 
of AmePica, agd if it be effftted by export of American securities 
from this country, tlien aggregate credit balance.! here might 
increase or might not increase according to the mai^ner in whibh the 
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British Government acquired possession of the American securities 
exportctl. As a rule, ordinary btfnkers’ credits in the United States 
will not affect credit balances in the United Kingdom. 

^fl. Issues of Foreign Loans and FoREiciN Treasury Bills 
ON THE London Money Market. — {a) When these are taken up 
by ty» geiK'ial public, the position as regicds aggregate cfedit 
balances is^similar to the issue of an internal public loan—^that is, 
"such issue wifi not Viid, as a rule, to incioase credit balances {sec 
above (7) and subject to the same irnportanf exccpticai). {b) WheR 
the subscription is made by banks there will be the converse 
tendency^ namely, an increase in credit balances (sec above (8)). 

12. 'I.UK Selling of Foreign Investments to Foreign 
Countries.— Tlie effect of such sales upon aggregate'credit Balances 
in Jhe United Kingdom will depend upon the source of thd sale and 
the way In jvhich ]iayment is made. If the sale is made to agents 
in London of a foreign financial house, then floating foreign balances 
*n London will be proportionately reduced, while the bank accounts 
of the sel'ers will be credited. 

13. Til, Raising o*' Loans in Foreign Countries.— Wlien a 

loan is floated in the United States of America and the credit 
thereby created in America is drawn against to pay for e.xports 
from the States to the United Kingdom, debits and credits of equal* 
amounts will be created in the books of banks in the United 
Kingdom. ^ 

14. Bank Advances to the Trading and Manufacturing 
Community.— *Karlier in the chapter, it was pointed out th.at wlien. 
analysing the caiues of variation in the aggregate of bank deposits 
it was necessary to Bear in mind the^diftereiije between tl^e London 
and provincial methods of n'cording loans of eri'dit. In both cases 
it was shown that advances of any nature teiuleil to reflect them¬ 
selves in an increase of flje aggr?gafo.ot credit balances.* A simple 
illustration is where manufacturer A obtain^ an tidvancc rfif.^ay, 
£I0,Q00 and draws cheques for, say, £2,000, £3,t)0§, and £5,000 in 
favour of three raw material merchants, B, C, D, Wh® are*not 
indebted to their own'banks. If B, C, I) plfy the cheques in to their 
Banks to their own credit, obviously flic aggregate of credit balances 
will tend to be increased by £10,00^, the ahiouift of thq advaitpe 
to A. As l;as been previously stated, to the exfent that newly 
created credit *s applied to the liquidation of old advances, so will 
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new advance^, not tend to cause an increase in the ajjgregate of 
credit balances. ‘ „ ‘ 

15. Bills Disckjjnted by Banks.— When a bank discounts oi>,!} 
or more bills for*i cuttomer, it credits the proceeds to the custoi)ior’s 
account. If the account be in credit, the aggregate of credit balances 
will tend to increase,f)y the same apiount. If the account hsve a 
debit balance, as 1,'uge as the proceeds of the bills, Jhu aggregate ^ 
of credit balances will uxt tend to increase, ‘but the amount of 
advances will tend to decreas^. 

18. The Issue of Currency Notes. —Whether an issue of 

« . 

Currency Notes wdl hav'e any effect on the aggregate credtt balance 

liabilities of banks will depend on the method of and conditions 

governing the issue. With reference to the iiresdiit issue, to the 
extent the Joint Stoclf Banks lake Currency Notes from the Baiik 
of England (without ..exchanging gold or other notes for them) 
and retain them in their own reserves, so will their aggregate 
credit balance liabilities tend to be increased, provided that the 
Government draws on the,credit created by the withdrawal of the 
Currency Notes from the Bank of England. ‘When the Joint Slock 
Banks take Currency Note^ from the Bank of England, their balances 
thereat are debiteil and the Currency Note redemption account 
‘credited with the amount of such notes withdrawn. The Govern¬ 
ment has continuously since the commencement of the issue diawn 
on the balance of the Curs'Ticy Note redemption account and 
substituted its own securities for its drawings. To Ijie c.xlent that 
Such drafts have passed to the credit of customers of Joint Stock 
Banks, so' must the aggregate credit balances have tended to 
increase. « Further niuntion ot the vffect of the present issue of 
Currency Notes on aggregate credit balaRces is made in the following 
pages when discussing the causes that gite rise to an increase in 
the cash reserves of the Joint-Stock Banks. 

1% DftNK lMt>ERSONAL ACCOUNTS.—Like any other business 
institution, banKs, in making up their books for balance sheet 
purposes,*h'^ve to include the balances of a certain mvnber of 
General Ledger Accounts which are no concern of individual cus¬ 
tomers of the banks. In the Case of the " Liabilities ” side of the 
balance sheet, they are includ*d in the heading " Current, Deposit, 
and other Accounts.” ^What proportion the balances of " Other 
Accounts " bears to the aggregate of the balancesvif deposit -and 
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current accounts it is impossible to state, but it may,be taken for 
granted* tliat it is usually relatively very small. Some of these 
‘^thcr Accounts ” arc part of what the banks»term the " hodge 
podg^.” The " hodge podge ” varies considemblji in the case of 
those banks that “ window dress ” their balance sheets at half-year 
or yeji* ends. , 

^ Summing ujr in the mattcj of the influences’that have caused 
the increase of £1,3€8,000,000 in thft aggr^ate of credit balance 
liabilities of banks since the year 191^, it may be said tha^ part of 
the increase is due to^incrcase in Cash Reserves (the effect of Ways 
and Meai»; Advances and the issue of Currency Notes), part to 
subscrijitions by the banks to the War Loans, part to bank pur¬ 
chases of Trcasilry Bills, and part to an increase in advances to 
nienhaiils, manufacturers, and others foj: trading purposes. 
Advances' have naturally increased most lynce the termination 
of hostilities and revival of trade. There has been a great demand 
for additional credit owing to increased prices and labour costs. 
Part of t 'e increase in advances duripg.thc war was due to bank 
loans to c.i Uimers to Jnable them to subscribe to War Loans. 

During the early months of 1920 there was a further increase in 
advances to customers for trade requirements, but from about the 
month of July, 1920, the movement has been stojipcd, owing to the * 
Government desire for gradual di'llation and a recognition by the 
banks of the artilicial cash basis on *vhieh the great increase of 
credit has been^ erected during the war. Reduction in Ways and 
Means Advances and in the fiduciary part of the Currency Note * 
issue have brought Jiome to* the banks that their edifice of new 
credit h.Ts its foundations on ifioving sands.* 

rile table on page 74 slntw's thj increase in Bank Deposits since 
the end of 1913, accordiiTg to The Economist. • 

From Ibis table it will bo observed.fhat bank deposits aggregated 
to £2,356,271,000 at the end of 1919. But accoiyling to ThtSMisl 
the aim lint (f deposits at the end of 1919, w:4S*£2,398,831,(JpO. 
The difference of about £42,000,000 is nearly accom'lcM for by 
The Statist including m its combined balance sheet the figures of 
the Yorkshire Penny Bank aijd the Co-operative Wholesale Society 
Bank, which banks The Economist from i^s contpilation. 

Ihe clcpositK of tftese two institutions, amounted to about 
£38,000,000 at the enj) 'of 1919. 
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Bank Deposits (Excluding Bank of England and Saviijcs Banks) 
* (Exiracled from " ?'he Economtst ”) , 

(OOO’s omittecfi 


Year 

-. U 

j Joint ^ 

England 

and 

Wales 

jrocK Ban 

^-cotland. 

KS OF i 

Ireland. 

r • 

Private 

Banks 

Total. ' 

1 ■ rj. 

1 Inc/fcase 

1 per 

annum. 


£ i 


1. £ '< 

£ ♦ 

£ ' \ 

£ 

1913 

809,352 1 

\C^M7 

70,657 

27,090 

1,032,986 

46,563 

roi4 

895, ,561 

132.501 

74,501 

32,874 

1,135,440 

102,454 

I91,S 

: 992,555 

140.508 

n.Tl'l 

32,891 

1,243,7.36 

108,296 

!91A 

. ' 1,154,877 

106,620 

83,746 

39,183 

1,444,426 

200,690 

1917 

1,365,297 

196,538 

99,310 

44,697 

1,705,842. 

261,416 

1918 

. 1,583,412 

222,054 

I'31,610 

51,271 

1,988,347 : 

282,505 

1919 

. 1,874,184 

259,610 • 

166,231 

56,246 

2,3.56,271 

'.367,924 

1920 

. 1,961,527 

279,228 i 

200,441 

50,865 

2,!J92,06I 

135,790 

In connection with the above figures it ha.s to be borne in mind that'the 


total increase shown dofj,s not represent exact true growth, for Joint Stock 
Banks have at times absorbed private banks which did not publish balance 
sheets. , 

The following' piinciples bearing on tlic relationship between 
bank credit and cnstoiners’ depo.sits were laid down by a member* 
of Section F of the Bntisli Association for the Advancement of 
Scienci', in an address to a meeting of the Section held m Newcastle 
' in September, 1916-- 

{a) It IS throngh credit expansion that banking de|)osits mainly 
increase in noi mal times. Dpring the ten yeais, 1904-1913, banking 
deposits ini roased on an average about £30,000,000 a year. Of this 
• increase, abi iit £27,000,0(K) was due to bank credit expansion, the 
remaining £3,fKIO,000 or less lieing 'due to e.xcess deposit over 
withdra\\'il of legal tepder, ngonly gold, by customers. . 

{h) So long as the banks continue to grant acldilional credit to the 
community so long must their ileposit liubihties tend to increase 
corrc-.ii</n'lingly, for in bankiiig 'phrasei.ili.gy every debit has its 
coijlracredit eifiry or entries somr'where in the books of the banks 
of the United Kingdom, unless the debit represents a iiermanent 
wiAidrawar^if legal tender. About 90 jier cent, of bank deposit 
liabilities is the result o^ the growth in banking credit. 

(c) Hankers are fully conscious that when they make loans f*o 
th’cir cu'rfomers Ihey are onijt making book transfer entries in the 

accounts of their customers and of thcmselv».s, for t,hc banks are 

< 

• %. A. H. Gibson. 
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the generally accepted custodiaijs of credit. Individilhlly, however, 
banks liave to regulate the total amount of their various classes of 
J^ans by the amount of their cash reserves, fliat is legal tender 
thdS have m hand and their balances at the Banl?of England. 

(d) Air the leading banks keep a large credit balance at the Bank 
of England, partly to settle final differences between themselves due 

, to cross crediting of customers’ drawings, and partly to provide 
them with additional legal tender when they are called upon to meet 
excessive withdrawal over deposit of^egal tender by their otistomcrs. 

(e) Should a banl* grant additional credit at a rate greater than 
the incieSse in its custuineis’ depo'ats, it would find its cash leserves 
giadually pass into the control of other banks.. Its customers’ 
deposits, and consequently its cash leserves, are largely ijependent 
off the U'lative rate to itself at whirh otlver banks are creating 
additional (."icdit, but locality often c.xerciseif considerable influence 
in the final distribution of credits, 

(/) To the e.xtent that existing deposits are transferred to 
accounts .'dth debit balances, that le to say, to people who owe 
money to I heir banks,*thc total amount of deposits is reduced, and 
to the e.xtent tliat new loans of credit are transferred to accounts 
with debit b.il.inces, the total amount of deposits will not increase; 
thningh the creation of the new ciedit, because old credit wall be 
liquidated by the transfer of the new credit. 

(g) The business of banks under nioaern conditions of credit is of a 
twofold dial aider. TIu'y tiaiisfer existing deposits, that is customers^ 
ciedit balances, in wliide or in pait, to the order of their^custom?rs, 
and they create additional deposits by increasing their loansof credit. 

(/i) 'file banks reniVr veiy greiTt services to the community, 
for the tiansfer of existing’ciediV and the cie.ition of new credit is 
absolutely essential to modern production. 

(») The great econoniit distinctiwn between thp Government in 
war time and the public in peace time ot)taini»ig,grants of cTcdit 
from the banks is that the former uses tlie grant’in on]cr to olktam 
and coitsume goods pnd services for tliQ* dcstructiv# purposes of 
ivar ; but the latter in order to increase productive power,' and 

* itiinks, by niakiiiK loans for the purpose of pXrt payment wages ^ul 
cost ol materials, and financing foodstuffs, inaten.ds, .Bid finished goods 
whil.st in transit overseas, and in some cases fo% some extended time after 
arngal, enable Brodneers, .manufacturers, and traders to employ a greater 
proportion of their own* resources in land, buildings, plant, etc. 
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consequently i o increase the available supply of goods at the 
disposal of the community in the future. 

(;) Seeing that' ikiblic subsciiptions to War Loans simply nieji^ 
an e.xchange or trai'isfereiice in ovMiership of bank deposits,,,Jie 
transferors on each occasion of transfer receiving Government 
securities granting a Irn on the production and services of posterity. 
It is obvious that tfie amount of internal War Jjians th.nl may be 
raised by an advanced cgilrtmunlty under modern' banking conditions 
is*almost unlimited, provided Che terms of issue and methods of 
ci'lleetion are made sufficiently attractive to the public. Given 
time for alternate collections and disbuisemcnts, I can crticeivc of 
the United Kingdom being able to mortgage iiostent}' to thc-e.\tent 
of at least ;(10,000,000,(X)0, if necessary.* 

Cash in Hand, .\t Bank op England, Etc, 

The following table shows the aniiu.il mcieases in the so-c.dled 
Cash Reserves^ of the Joint Stock Banks since 1913 — 

Cash in Hand, a'i Bank of Enchand, Itic 


At 31st December 

Amount. 

InCHMSO 

1914 . 

i i 

' 22l.(Hi(),r)0() 

/ 

09.000,000 

191,s . 

224.000,1)00 

3,000.(H )0 

1910 

.419,000.()()0 

9=^,000.000 

1917 

^320,000.000 

1,000,000 

191.S 

374.000,000 

S 1.000.000 

1919 

423.000.000 

19.000 000 

• Increase fiir 

si'c )CHrs j 

/ 27 1,000,000 


Banks do not m all cases sep.ir.ite " (ash ni hand <iiid ,it Bank 
of England ” froiji " Money at Ca'il .iiid .it Short Notice ” In the 
above table an adjustmi'iit Ivis bfen in.yle for each 3'e.ii on the 

' -1 his'staiemont was made at a time wlum (loveimiu'nt boirowiiiHs cm 
war account had CioV quite aggridalcd to /2,4011,0(10,(111(1, .uicl oc casioned 
mueV press di^cussiof. There was a cemsemsus cif opimcm that the estimate 
of 10,()()()/St()0,000 was ,au impossihh- .imouiit for the Hmted KuiHclom to 
raise Por the ix-riod 1st August, 1914, to .Tlst .Nkirch, 1920, (lovcinmcnt 
Txirrowmgs cm .arcmint of (he war amounted to neaily /7,200,000,(10(1 If 
the war had lastccl for two years tongc r than its .actual period of duration, 
Gotemment horrowmgs c',n account thereof'must h.ive mevitahly excecdccl 
;ilO,0(K),00(T,000 

* Usually descrihc'cl on balance sheets ,is " ('ash iif hand and at Bank of 
England." Some banks use thc‘ ex[)rc,ssion " (ash,in hand and with the Bank 
of Englnnd " , other banks, " Cash m hand and i« the Bank of England." 
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assumption that tlie experience of banks that do ^eparate these 
items,*one fiom the otli^r, is that of all the hanks. Reference to 
Uie combined balance sheet already given will •l«w that when the 
mn^e adjustment is not made, " Cash m l*nd,and at Bank of 
Englanck” (including “Money at Call and at Short Notice” m 
rasi^»vvheie no separation is made of thislaWer item), amounted to 
£173,000,g00 on 31st ])ecember, 1913, and*£443,t)()0,()00 on 31st 
llereuibei, 1919 ; *in increase of £C70,Oy<i,000 m six years, which 
IS .iliiiost the same increase shown jn the above fable. The inter¬ 
esting <|uesl loll now ai ises ' To what faefors was this very abni^rmal 
nil 1 iMsejdiie ll is .idvisable to deal with this impoitant matter 
,it some Iniglli, 111 f.ict to investigate the causes of the great 
iiutiMse 111 1h(»(,isli reserves of the Joint Stock*Banks since the 
cgmineni eiiieiit of the war. 

In the liist pi.ice, in considering the aggregate cash reserves of 
Joint Stock B.iiiks, It IS necessaiy to bear in mind that the so-called 
leseives they kc'ep with the Bank of England are not specifically 
earmark il oi set aside in legal tender. Such reserves leprescnt 
simply Cl .ht habihti«s of the Bank of England to the Joint Stock 
Banks, and possess no priority as to repayment over the Bank’s 
other deiiosit li.ihihties. The expression “Cash in hand and at 
Bank of Ifiigland ” found on the balance sheets of the Joint Stock 
Banks le.illy means “ legal tender m oui strong rooms, safes, 
and tills, and h.il.iiice st.uidnig to <(jir ciedit in the books of the 
Bank of Ifiigland,” and usually also includc's certain other items 
lefc'iied to latei. Just m the same way as traders have cyme 
to speak of the h.il.ince stflnduig to then credit at a Joint Stock 
B.iiik as “ C.ish at*(oi with, of m) Bank,” sy the Joint Sjock Banks 
htive come to teini the balance standing to their credit at the 
Bank of England as “Cash at (or with, m in) Bank of England. 

A second point to bear m mmd if that it is not jiossible to state 
the amount of legal tender held by the Joint Sfock Banies 
selves separately fiom the amount of then biljaflces at the Bank 
of Engtind, for the Joint Stock Banks do not make ^fiis*.scparation 
on their balance sheets. A few of the banks (mainly small banks) 
*sfill even follow the old practice (tf lumping together for balance 
sheet purposes the items “ Cash 14 hand,’* “ Balance at B.anli of* 
England,” Mone^c at Call and Short Notice.” *It may be here 
netted that pMoi to UiP war the aggregate of hankers’ balances at 
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the Bank of England was estimated by leading financiabauthorities 
to average be*tween £20,000,000 and £25,000,000, and at times the 
amount was thought to exceed the amount of the Bank of England’s 
own reserve in ^its jianking department. 

Whilst it IS not possible to estimate even approximately the 
present amount of legal tender in the hands of the Joint ?,tock 
Banks separately from the aggregate of their balances at the Bank 
of England, it may be «?id wtli certainty that the major part of 
t|ie increase in the cash reserves of Joint Stock Banks during 
and sinci the recent war has been due to considerable increases 
111 their balances at tlie Bank of England and tlie issue of,Currency 
Notes. This will be obvious from the following review of the, differ¬ 
ent ways in which the cash reserves of Joint Slncl. Banks may be 
increased. 

Taking the Joint Stock Banks as one unit, their cash reserves 
may at any time be increased m any of the follow'ing eight ways— 

I. By an excess deposit over withdrawal of legal tender by their 
customers. At certain seasons of the year this hapjiens tempor¬ 
arily in peace times, but it is certain that, during and since the 
recent war there has been an excess withdrawal over deposit of 
legal tender. It is well known that during the war there was an 
olmost continuous dram of legal tender from the Joint Stock 
Banks, owing to the general rise in commodity puces and increased 
w'ages absorbing an additional amount of legal tender into 
circulation. 

, 2. By the Joint Stock Banks increasing their own reserves of 
legal tender by withrlrawals of legal tender from the Bank of 
England, and having tjieir balances at the Banx of England main¬ 
tained or increased by any of the crexlit operations enumerated 
in the following .paragraphs, 3, '4, 5, 6.' This method was well 
illustrated'during the war by'the' indirect effects of the issue of 
Cuirpncit Notes'on Joint Stoc*k Bank cash reserves. This is an 
exceedingly inti^e^ting matter. As the Joint Stock Banks take 
Cuitency^otes from the Bank rif England, their balances, thereat 
are, of*coursc, debited frith the amount. If they keep the with¬ 
drawn notes in their own strong rooms, their aggregate cash reserves 
art not fpr the time 'Being reduced liy the withdrawal. But as 
soon as they proceed to pay out the notes to then owji customers, 
their aggregate cash reserves will tend to decreasi', until r.uch 
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time as the Government draws on the credit create^ by the with- 
drawal*of the Currency .Notes *from the Bank of England, and 
^stitutes Its own securities in the Cun ency*Note Redemption 
A^unt. The Government drafts will first •mamly pass to the 
credit ofcustomers of Joint Stock Banks, but later, m the course 
of ckftrance, will be credited Jo the balanc^ of the Joint Stock 
, Banks at tlKi Bank of Engliyid. The followiiij’ illustration shows 
tlie operation in stlnple detail. I>t it»^e supposed the Joint 
Stork Banks take, say, £10,000,00(i iii Currency Notes m tire 
Bank of England (foj' which their balances aie debited), £7,000»000 
of \vhich*thcy soon afterwards p^ty out to then custoiiieis, and 
that tllc GoverniiK^nt uses the £10,000,000 ciedit^cirated by the 
withdrawal of tfle notes from the Bank of England : in other words, 
draws to that amount on the cash balance of the Cuiiency Note 
RedeiiiptioB Account ; then the credit an*l debit operatn-ns of 
Jhe various transaitions will be as follows— 


IJaldiiccs Joint Stock# £ 
Bunks at Bank of Kng- 
land debited . . . 10,000,000 


Cash in hand of joint 
Stock Banks reduced 
by customeri>’ with¬ 
drawals .... 7,000,000 

Balances of cii.sftnneis of 
Joint Stock Banks 

debited.7,00(^,000 

Cash Balance of Cm rc#cy ^ 

Note Kedeinption Ac- # 
count debited . . . 10,0(AO,000 


Cash Balance (at B.ink of £ 
ICngland) of Currency 
Note liecicniption Ac¬ 
count cicdited . . . 10,000,000 

Cash in hand of Joint • 

Stock Banks incieasod . lU,000,000 


Public Accounts debited. 10,000,000 


I^ubhe Accounts credited 10,000,000 
f Government Diafts cred- 
,itcd to custoTners of 
k)int Stock Banks. . 10,000,000 
Government Diafis cred- ^ 
itcd to Joi*it Stock ^ 
li.ank balances at Bank 
of Kngland . .• .10,009,000 


It ib easily seen tlial the yet cffocl of the abov^ opeiatioiis is^an 
increase in the so-called cash reserves of the Joint ^tock blanks by 
;f3,000,000, ^nd a ^corresponding increase^ in the cicdit balance 
liabllitiesofthJ? Joint jtbek Banks to then customers. ThefoUowuig 
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rule may, tlj^refore, be laid down as to the effect of rtic Currency 
Note issue on the casli reserves of the .Joint Stock Banks. " To 
the extent the "Joint Stock Banks take Cuirency Notes from.Jbe 
Bank of Englard (v'.ithout exchanging gold or other notes for Jhcin) 
and retain them in their own reserves, so will their aggregate cash 
reserves tend to be increased, provided the Government dfaws all 
the credit created by the withdrawal of the Cmreivy'Notes from 
the Bank of England).''’ Tiie intermediate" transactions at the 
Bank of England may be nviitally eliminated by considering the 
Gcvernineilt to hand to the Joint Stock JJ.inks JIO,000,000 in 
Currency Notes (legal tender beaier seem ities), in letiitn for the 
Joint Stock Banks crediting ;fl0,000,000 to, their ciistifmers to 
whom the Government is indebted for goods and'seivices, and the 
Joint Stock Banks paying out £7,000,000 of these notes to the same 
or other customers. 

During the course of the war, and also since the declaration (d 
peace, the Government has repeatedly drawn on the cash balance 
of the Currency Note .J^edemption Account, to the aggregate 
extent of about £337,000,000, up to 31st December, 1919, A week 
previously, at 24th December, Government securities held in the 
Redemption Account reached their maximum amount, namely, 
about £339,000,000. By 2,Sth May, 1921, the amount had been 
reduced to about £298,00(1,000, securities for the difference having 
been redeemed. ’ 

No near estimate can be given with certainty of the extent to 
which the issue of Currency Notes has actually increasi'd Joint 
Stock Bank cash reserves since the commencement of the war. 
It may, bowever, be roughly c timated that of the increase of about 
£271,0(X),000 in the aggregate cash rescives between 31st December, 
1913, and, 31st December, 191,9, from £80,000,000 to £100,000,000 
was due to the issue of Currency Notes, foi reasons already advanced. 

3. By the Ban,k of England granting credit to bill-brokers and 
otljer borrowers to meet loans called in by the Joint Slock Banks. 
If for jiny reason a JoiiiJ Stock Bank wishes to mcre.ase .Is '' Cash 
in hand and at the Bank of England,” the usual procedme is to 
call in part of i(,s loa^s to bifl-brokers or other market borrowers, 
thereby forcing the latter to boirow from the Bank of England, 
(in the absence of beigg able to obtain the erf'dit elsewhere). The 
opeja^ion simply involves cross-transfer ‘cplries iVi the books of 
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the Hank erf England. Bankers’ balances ore credited and loans 
or discounts debited in tUo books of the Bank of England. 

, .In the Weekly Reliiins of the Bank of EnglamC Bankers’ balances 
aii^ncliideil under the heading “ Ollier Depolits/i and loans and 
discounts* (to borrowers other than the Government) under the 
headirij; “ Other Seem itics.” J^oans by the^ank of England to 
,the Governme/it come under IJie heading “ Govci'nmcnt Securities,” 
and balances due tiT the various defiartnft^Vits of the Government 
under the heading “ Public Deposits#” , • 

Owing to the grea^ increase in the rash reserves of Joint Stftek 
Banks eaitsed by other influences (^}lllng the war, it is certain that 
no inaUrial part of Jhe aggiegate inciease between 31st December, 
1913, and 31st December, 1919, was due to iiicroased borrowings 
by .bill-brokers and others at the Bank of England at the latter 
date as compared with at liie foiincr date J.<) meet calls by the 
Joint Stock Banks. Ihe item " Other Securities ” in the Weekly 
Ketiiriis of the Bank of England showed an increase of £29,900,000 
for ti ■ two weeks ending 31st Deci'injier, 1919, as against an 
increas of £25,100,000 for the two weeks ending 31st December, 
1913 At the former date the Joint Slock Banks strengthened 
their balances at Ihe Bank of England by omitting to renew matur¬ 
ing rre.isury Bills, an action the Government had to meet by means * 
of Ways and Means advances. 

4 By Ihe B.ink of England grantir* credit direct to the Joint 
Stork Banks. Such an mcicase reflects itself in the item “ Other 
Deposits,” and per contra in the item ” Other Securities.” Occ»-* 
sionally, some of the banks Tibtain such a riedit at the'Bank of 
England at half-year ei^ds to 4trcngthpn thiMr balance sl*oet cash 
resiTVe posilion, and also iiTtimes of ciisis. 

llie large payments tliB Joint Stojk Banks luuhto make to the 
Bank of England on accoiict of th*e \^'fi- Loan issued 12th*January- 
16th I'cbiiiary, 1917, caused some of them to borrow terntJIrrawly 
fiom the Bank of Itnglaiid, but the inajoi part o^sucli borrowings 
was quicljy repaid after Government disbuiseinents of t!ic«rocecds 
of Ihe Wai Loan. ' •* 

^ By the Bank of EiiglanJ granting credit to other customers, 
who transfer the whole or pint of itrfo the accounts of the Joint 
Stock Banks ait the Blink of England, 'riie c^sc already mentioned 
under-3, of bill-Lirokers being driven to borrow from the Bank of 

(>—(1723) 
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England to ijieet loans called in by the Joint Stock Banks, is one 
illustration of the creation and transfci; of new credit leading to 
the augmentatibii of bankers’ balances at the Bank of England. 
There arc iiiary other borrowers from the Bank of England,.ivho 
liquidate indebtedness to the Joint Stock Banks by the transfer of 
advances made to tj^iem by the Bi^nk of England. Such ad,vance5 
usually reflect tlleniselvcs in an iqciease in the ,itanis " Other 
Securities ” and " Otl^e, Dejlosits ” in the Weekly Returns of the 
'Bank o{ England, though cvneiit transfers by bankers to Public 
Accounts may for the tune being pieveifl “ Other Deposits ” 
showing approximately the same increase as “ Other Securities ” 
It may be laid down as a general pimciple that any materialincreasi' 
m “Other Deposits’’ is generally due to an me.ease m bankers’ 
balances at the Bank of England. 

6. By the Joint Stock Banks payipg in to their accounts at the 
Bank of England diafts drawn on the Bank of England. These 
drafts may be iLrawn on credit balances or against advances made 
by the Bank of Englaiu^ and may repiesent amounts due direct 
to the Joint Stock Banks m the lust nist; nee, or to custoineis of 
the Joint Stock Banks, In the latter case, the Joint Stock Banks 
will fiist have given credit to their customers for the .imounts of 
the drafts. 

Duruig the course of the war, the Joint Stock Banks paid into 
the Bank of England to tl. ir credit an iTiormous number of drafts 
representing a stu])i ndous amount of Goveinmeiit wai disbmse- 
ments ; but these drafts did not cause a coiiesponding inciease 
in Joint‘Stock Bank balances at the Bank of Engl.ind, because 
they hail in the magi been (Jiawn against funds which .the Joint 
Stock Banks had first Iraiisfeiied to.the Public Accounts, nqiie- 
sentmg subscriptions by themselves and then customeis to War 
Loans, and the collection of^laxatioii. .The amount disbursed by 
th* Gflvernmeilt in the United Kingdom has, however, been greater 

^ I 

tfian the amounl the Joint Stock Banks have had to pay to Public 
Accrjun*s, *jnd the difference is consequently one of Ijie causes 
of the great increase m the balances of the Joint Stock Banks 
at the Bank of England since the commencement of the war. 
Jh e difference li.is lieen mef, by loans fiom the Bank of England 
to the Government ;yid also, there is everytle.ison.to believe, at 

certain periods by ti rnporary advanew. from Die Joint Stock 

• • 
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Banks to the Government, the Bank of Englanci acting as 
intermedfary. (See below.) 

7. By the Joint Stock Banks making tcmporfli^ loans to the 
GovWmcnt through the medium of the Bank of* England, the 
Governmeift using such loans for war disbursements, and the 
Joint Stock Banks in their balyice sheets including them partly 
ynder the hesdyig " Cash in hapd and at Bank of England,” instead 
of wholly under the Reading " Money at Oiljl and Short Notice.” 
This form of Government borrowing w#s certainly not in oppration* 
before the war, but tlje following are the reasons for bcheving*it 
to have be*n in operation during 1916-1919— 

{a) Since the comir|pncement of 1916, and up to 22nd July, 1919, 
the Bank of England (generally understood to be acting on behalf 
of the Treasury) took spare balances from the other banks at fixed 
rates of infernst, usually at three days’ notice. The Statist, in its 
1SM.1C dated 8lh January, 1916, ann< unced : “ It is understood 
that the Government is now borrowing indirectly from bankers, 
for short ■‘■nods, at 4| per cent, for Way,s and Means.” 

(b) Unte,' such form of borrowing was in ojieration, and part 
of the loans were considered as cash by the banks, no explanation 
can be given for the major part of the great increase of about 
£95,000,000 in the cash reserves of the Joint Stock Banks during 
1916, for the “ Other Deposits ” of the Bank of England (under 
which heading bankers’ balances are if’cluitcd) only increased by 
£14,700,000 (from £112,000,000 to £126,700,000) during that year. 
Part of the increase in cash reserves would be due, as already stated* 

. to additional reserves of Curfency Notes m hand by tile Joint 
Stock Banks, but it*is improhi’blc that this cause accoiints for 
more than £20,000,000 or st> of the increase of £95,000,000 that 
took place during the year >016. ^ • 

(c) The Government Revenue liiturns show that the additional 
amount temporarily borrowed on the credit of Wa^s and Mea«s 
Advances during 1916 was considerably greater tljan the increase 
in the item^" Government Securities ” in the Weekly Rct^hTw of the 
Bank of England, though other sources of*femporary borrowings 
may account for a large part of this difference. It was not until 
April, 1920, that the Treasury in its w%'kly returns made a *e]iara-*. 
tion of Ways and Means Advances by the Bjjnk of England from 
those by Public Wepai tmcfits. Since the separation was inade^the 
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latter havc^becn shown to bo of large and varying amounts. Pre¬ 
sumably Wa>s and Moans Advances by,Public Ucpartmcilts mainly 
repiesent sum# duo or past due to the spending departments from 
the Govi'rnmwit, 4mt pait may represent advances ac(ually,,.'iiade 
out of balances standing to their ciedit at the Pank'of England 
(under the heading of "Public Doiiosits "). 

(d) P'lnaneial tiuthontios accustomeil to reading the meaning's 
of the bread fluctua|,v ns m the Weekly Rnuriis of the Bank of 
'England have suggested tlyit m the method of accounting m the 
Ixioks of the Bank of England for spare balances boirowi'd from 
other banks, which has so far not been disrtosed, m:j,y be found 
an e.xplaiiation of several otherwise inexplicable moveiVcnts that 
took place m the items of the Weekly ReturK.s of the Bank of 
England during the issue of the 5 pel Cent. War Loan {12th Jan - 
16lh Feb, 1917), apd for several wgeks after. 

'I'hc Economist, m its special banking issue of 19tli May, 1917, 
made the following interesting comment lelative to the 
interpretation of recent, Bank Returns—• 


The fi^ure> pubhbhecl weekly 1)\ tlic ikiiik of ♦V.ni^Iainl are at all linu s full 
of snares htr tho iinw.irv i!i\< itor, and aio more so than ever in war tuni\ 
owiiii' to Iho MTV complicat'd Ini-invos that has to lx- dom by liiv I'ank, 
and the conse<{iicnt trtixs ciiiitnls that <n<“ comtMltxi iKhmd tlio iiiai tu iil.itt* 
reticence of the itoms in its Kt turn \ fresh t (implication has been introdiiccMl 
durin;; the ccar under rrvKw b> the mau^uralum of tho system bv which 
the Hank of Hnyland borifms from the otht r banks In old limes, when the 
Ikink borrowt d, it fl<‘duet< <1 ^tlit sum so t'lken fiom its sec uiitios mi one side 
and Its dcj'o-sits on the otlier If, us is, prtsuinablv the case, it doi s so sidl, 
there is .in unknov-n facL'T wliicli in.ikes the ti”ures mme than (vei a pu//le. 
^ince it in thc“ po'\(r of the other b.inks al ,tiu limi ko iiure.ise them oii 
*both sub s by t.’.kin” Ihnr inmn-c bud: Any lutui'“ lii-'1<iri.in w ho h b» > lor> 
closelv <»n the HankA j'^_;u.(^ fm iiifiTiiV.'ti'in tlnis to llmindtr ujt. 

to his neck , ' 


It 15 usual for Govci nnu-nt boiio\Mtit;s from tin* Ibink of England 
to bfi reflected in a corresponding jncikasc iii tlie item “ Govern¬ 
ment Securities/' but no snc.li mbvenn'rjt can be detected on account 
(ji G<f\'ernmi‘i!t borruuings of Itankeis' spare balanci's. It appears 
probable 1ha? tjie system of at countin.g for borrowings of bankiTs' 
spare ii-r was so aiiaiigMl as not to nn lease the dep<''dt 

liabilities of tlie !->:ink*bf England and tedth e its pei< ciilage resi-rve. 


If tlie Goveinment l>oriov\(d, say, £5,(K)0,000 weekly from tlu' Jtnnt 
/Stock J:Sanks fhiougli the rv'-dinm (jf the Bank of Engl.ind, lepay- 
able at slior? peiiod^, ami ciaitinuously disVursed such lionowmgs, 
neiiher "Otlier Deposits” nor ” Ikiblic Deposits” ,in the 
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Weekly Retufns of the Bank of Ejigland need iiccessaAly disclose 
tlie transactions. The sent*, of transactions mighj be as follows ; 
Bankers’ balances debited £5,000,000, Public Deposits credited 
£5,000^00, and memorandum of loan made in Iroold of Bank of 
England. 'After disbursement. Bankers’ balances credited 
£5,000,(XTO and Public Deposits •debited £5,00t),000. This cycle 
c#uld bo repeated as often as •agreed upon by the Government, 
the Bank of England,*and the Joint Stock Tiinks. 

8. It reference be made to the con.^nued balance sheet already 
shown, it will be obsi^-ved that the cash reserves of the Joiift 
Stork Banks are given under ihc heading “ Cash in hand, at Bank 
of luiglarftl, etc.” Ii» the abbreviation, ” etc ,” is .to be found 
a furtlier e.xplanatfbn of part of the great increase in the sojcalled 
rash reserv'cs of the Joint Stock Banks since 1913 This mystic 
li'ord represents what is known by bank accounfants as the ‘‘ hodge 
poi^ge ” in making up balance sheets r t any time. Generally speak¬ 
ing, the word does not appear on. balance sheets, the expression 
‘‘ Cash in . 'ud ” being intended to incliufe', its sins. " Etc.” has 
increased coe iderably snfbe 1913, mainlv owing to the influence of 
the great rise in prices. In the case of the large banks it mainly 
represents balances with, and cheques in couise of collection on, 
other banks in the United Kingdom, and cheques, drafts, etc., in 
transit, and may be looked upon as cash m the course of a few 
days. Following a recommendatrin maae liy the Committee on 
Currency and Foreign Exchanges after the \\'ar, in their interim 
report published on 29th October, 1918, several of the largei banks* 
•are now showing this important item sepaiatelv on their balance 
sheets (but not to the detailed e.xlent suggcstedMiy the ComiBittee) 

In the case of one large banlv, at S^st December, 1920, the item 
represented about 2G per cent, of Jhe ^'.omjiosite cafli amqunt, in 
the case of another bank about 17 pi/ cent Tlie^great rise in 
prices since 1915 naturally caused the banks to. increase Jliefl' 
balances with other banks for clearing and agenc\» purpyses, ami 
also caused.a considerable increase in the aj^'regatc fai» afti«unt 
of clieques in course of collection and tiansit. It is possible, 
though not probable, tliat sonv.' banks mcliidii the .above-named , 
item umler the heading ” Money .it call and at short iioticef” * 

The followinf* particftlais relating to the estimated amount of 
currency in circulfition, jn’d also helilj by the banks, were given 
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by the Chcfiiman (the Right Hon. R. McKenna) of the London 
Joint City & Mitlhmd ILink, Limited, fn the course of his address 
to the shareholders at tlie annual meeting of the Bank held on 
29th Jamiarj’^ 19'20— 

It IS estimated that m 1914 the total amount of currency in circulation, 
i e. gold, silver, coppc'i coin, and bank notes, was ;£128,000,000. Tins figure 
represents the tota' amount of currency held by the public, but does not 
include currency held by the banks To-day the corresponding figure y 
cstiinated at ;£393.000,()tiS', an increase of £265,010,000, or 207 per cent 
. As I am giving these figures I may as well state here that the estimated 
amount of currency held by th#banks in 1914 was £75,000,000, and in 1919 
£491,000,000, an increase of £116,000,000, or 154 per cent. 

Presumably the above figures refer to currency at 31sV December, 
1913, or 30th June, 1914, and 31st DocemhT, 1919. ■' 

Summing up m the matter of Joint Stock Bank cash reserves, 
the great increase in such reserves since 1913 is to be accounted 
fur by expansion of Credit by the Bank of England and tlie ultimate 
transfer of the major part of it to the accounts of the Joint Stock 
Banks at the Bank of England, possibly the borrowings by the 
Government of bankers’ spare balances and subsequent disburse¬ 
ment of such borrowings, the building upbf additional legal tender 
reserves in hand by the Joint Stock Banks in the form of ('uriency 
Notes and Currency Note Certificates (and tlie Use by the Govern¬ 
ment of the credit thereby created) and Bank of England Notes, 
and increases m various other items gi nerally considered as cash 
and referred to above iih paragraph 8. No part of the increase 
has been due to excess de])Osit over withdi.iwql of legal tender 
‘by customers of Joint Stork Banks, for, on the contiary, there 
was an almost continuous absorption of legid tender by the public- 
since the commencc'ment of the war, and np to about July, 1920, 
owing to rapidly increasing cymmoiVity pines and wages. 

The ujercase of £69,000,000 in, the casfi reserves of the Joint Slock 
Banks dunng^thc year 19li is accounted for by the increase in the 
liability “ Odia” Deposits " of the Bank of England, and the 
i*ddition ^in tilt form of Currency Notes) of m.iny millions to the 
legal Andfr in handjiy the Joint Stock Jkinks, during that year. 
The very small increase of £3,(X)0,000 m the cash reserves during 
.the yeai 1915, is aijcoiinted' for by.a decrease of many millions in 
* " Oth(?r Deposits ” at the ‘Bank of England, and the addition of 
lesser millions to tic legal tender in harid by file Joint Stock 
Banks, during that year. The great 'increase 'of £95,OOC-,000 in 
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the cash reserves of the Joint Stock Banks during tjjc year 1916, 
and pa* of tlie increase (jf £54,000,000 during the year 1918, may 
be mainly accounted for by Government borriAwngs of bankers’ 
spit e balances, and the addition (in tlie form oi Cuyency Notes) of 
many miHions to the legal tender in hand by the Joint Stock Banks, 
dunii^*thosc years. Part of the increases foi* these years was due 
to an mcrej-se^ m " Other Deposits ” at the Bank of England. The 
increase of £49,000,@00 for the year«1919*»^ accounted for by the 
Joint Stock Banks omitting to rene^ maturing Treasury Bills at 
the end of the year (an action the Government had to meet.by 
means of JiVays and Means Advances), and an addition to Currency 
Noll's \ji hand. Increases m vaiious ofher items, usually con¬ 
sidered as cash 1 t>,' the banks, and already referred to, also accounted 
for some pai t of the inciease in cash reserves since 1916. * 

Money at Caix and at Short Notice 

The following table shows the annual vaiiations in the amount 
of Mone> at Call and at Short NotKe'since 1913—• 

Monkv at ('all and at Short Nottck 


L 3Ist December ' 

Amount 

Increase 

1914 

i 

122,000,000 

£ 

24,000.000 (decrease) 

1915 

101.0(‘0.000 

^ 21.000.000 (decrease) 

191(7 

1 10,000,000 

39.000,000 

1917 • . 

215,00(1,000 

75,000,000 

191S 

250,000,000 

41,000,000 

1919 

17^,000.000 

85,000,000 (decrease) 

« 

• Increase (^r 

# 

siK years p 

/■25,(i()0,000 


As already stated, when discu4sing,the subject of Cash' Reserves, 
banks do not m all cases separate “ Cash in haiuNand at Barjc of 
England” from “Money at Call and at Short* Iftit ice.” In the 
above table an adjustment has been made for each yc.jr on'the 
assumption that the Experience of bank^’that do separat'e these 
ifems, one from the other, is tha^cf all the banks. Reference to 
the combined balance sheet already tdven, in fhe figures of jvhich tlie 
above mcntiijned aiyuslmcnt is noJmado, shows tffat the increase 
for fhe six ycaps 1914-1919 in the/’ Money at Call and at Short 
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Notice” IS £:>S,839,000, about the same aiiiouni as tliat slioun m 
the table on page 87 where an adjust yieiit has been made for 
each year 

The decrease of ,^45,000,000 in “ Money at Call and at Slrort 
Notice ” for the two years ending 31st December, 1915, was due to 
the stagnant state of ;he bill market and short loan fund gem^ally. 
Apart from the desile of the banks during these two years to 
augment their balances^s.' the Dank of Englandsas much as possible, 
there was a reduced demand ^for short IiaIIIs as a consecjuence of 
wai^j contiitions. 

The great increase of £155.000,000 for the three yeais n'liing 31st 
December, 1918, was undoubtedly due in the mam to the system 
under which the Government through the meillun- of the Bank of 
England "borrowed, since the commencement of 1916, the spare 
balances of other banks at lixed lates of inteiest foj siiort and 
varying periods. This matter was fully explained when discussing 
the reasons for the increase of tin' Cash Kisuves of (he banks 
during the war. The cycle of traiEfeis was : (I) The b.iiiks placed 
part of then spare balances at the R.iiik of England at tlie disposal 
of the Government (2) The Goviniment mmiidiatelv disbursed 
tins credit. (3j llie dratls diawn by tin Goveiiiment were, in the 
'main, paid into the Joint Stoik B.iiiks by their own eustoiiiern 
(4) The drafts so paid in were sent by the Joint Stock 
Banks to the Bank of England to credit of their own balance') 
Net result ; Rehabilitation of bankers’b.ihinn ^at Bankof England, 
But increase of " Money at Call and at Short Ni tiee ” 

The decrease of £85,000,1)1)0 fr.r the yiai 1919 in ” Money at Call 
and at Short Notice ”^may bc^ wholly or mainly .iccountejl for by 
the Government ceasing, as from 22pd ‘July, 1919, to borrow 
bankers’ spare iial.inces tlirougfi the n'editim of the Bank of 
England. • 

'Ifjh(iamount»of Money at 6ill and at Shoit Not a. be added to 


Cash in hand anfl cTt Bank of England, the inn ease is £296,000,000 
for The sj.x ^ears 1914-1919, aixoiding to the figiins that have 
already^ been given for*thc items cotisideri’d separately. If the 
figures be taken from the aftgiTgate b.ilance sheet comjiiled by 
The Economist, tlfl' tnert.-ase is £^^3,000,()00, which amount refircsents 
an increase of Aactly 100 per tent on the atiii^utit of jC293,000,000 
at 31st December, lOlf^.’ Part y the diffirvnce betiveen the figures 
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taken from^rAe Statist and The Economist is due the former 
mcludinf: and the latter, omitt'ing in tlieir combined balance 
sheet the figures of the Yorkshire Penny Bank* *nd those of the 
Co-fi’ierativc Wliolesalc Society Bank. 

Investments ^ 

The following table shows the annual vaiul^inns in the amount 
*of Investments helcNiy the banks smeo 

lNVi.SlMr.N«S 


At M A 

l^cccnilnM* Amount 

lllOHM'-C 

• 

£ 

1 

1914 

241.742,0(»0 

30,s" 8,000 

1915 

441,052,000 

199,310,000 

191(> 

480,660,000 

4,392,000 (decuMse) 

1947 

431,962,000 

4,698,0(U) (dec K'asD) 

1918 • 

510.680,000 

78 (flS.()(.() 

1919 

600.035,000 

80,155,000 


Im'KM'ae for 

y.iSO.KH,()(!() 


Tlic banks are known to have sub.sciibed diiectly to the various 
War Loans close on £400,000,000 ; possibly some part of this 
amount repiesents subscriptions by banks winch arc not British 
home banks, but banks with London ollkes operating in foreign 
and colonial countries. To the first Ifan, issued in 1914, bank 
subscriptions tiro said to have amounted to nearly £100,000,000 ; 
to the second loan, issued in 1915, to about £200,000,000 ; and t^ < 
the fourth loan, issued in 1949, to £111,0110,000 The third loan 
included po direct slibscription* from the bajiks. The first, third 
(excepting that part on*whifh Income Tax was compounded), and 
fourth loans were issued at a discmint. No estim.pe can be given 
of the amount subscribed by BanC^ to E.xchequer Bonds and 
National War Bonds, but it must be relatively •small t# tbeir 
aggregate subset iptions to War Loans. The Jonif Stock Banks are 
known to have disposed of, during the war, the greater^part'of 
the foreign and Colomill investments the>'*tield at the commence- 
mfnt of the war, in support tl the Government scheme for 
the mobilization of foreign and col\cial secufilies.* ^ * 

A few banlvs mclutje Treasury Bill under^the lieaTling ‘‘ Invest¬ 
ments,” mslcaiL of undur the lieaiJng “ Bills Discounted,” but 
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such practice^has diminished with the progress of tlie anjalgamation 
movement. ^ 

According to The Economist, the increase during the six years 
1914-1919 m tlje amount of Investments Iiekl by the British home 
banks was £411,000,000. 

- Bills Discounted " 

. » * 

The following table 'bows the annual van,.lions m tlie amount 
outstanding of bills iliscour.ts^'d since 1913— 


At 3Ist Deci ml> i 

/ iiiount 

Im lease 


1 

L V 

1914 

181,0(10.000 

7,0<'0,000 (tlccieaso) 

1915 

127,000,000 

34,000,0(10 (tle(-red‘‘^e) 

j91»> 

237,000,000 

110,000.000 

1917 

388.000.000 

131,000,000 

1918 

444,000.000 

7(3,000.000 

1919 

i 37l>.000,000 

(sS,OUI),(l(IO (ileiH'.iM) 

Increase 

for si\ \t.iT'- . 

f 21 bs,000,000 


Banks do not in all cases separate " Bills Discounted ” from 
“ Advances.” In the above table an adjUsUnent has been made 
• for each year on the a',siimption Ili.it the expeiieiiee of banks 
that do separ.ate these iti-nis, one from the other, is that of all 
the banks. When no such adjustment is m,ade, the increase in bills 
discounted for the six years 1914-1919 appears as £22,5,000,000, 
.which amount is £17,000,000 moie than the increase shown in the 
above table. A few btinks include Treasury bills under the heading 
" Investments,” but such practice has diminished with the jirogress 
of the amalgamation movement. 

The decrease of £41,000,000 in bills div.uunted foi the two years 
ending Sl-st December, 191,5, u.is obviously due to llie drastic 
curtailment of koine and foieign tiaile due to war conditions. The 
increase of £317,000,0(X) for the three years ending 31st December, 
1918, may‘be aftnbuted wbidly to bank purchases of Treasury 
bills, ‘'rile a*inouiit of 'I'lvasury bills outstanding on 31st December, 
1918, w<as £1,094,740,000. llu/ing 1919 tlieie was a consideraWe 
increase m tlie'amohiit of iwcantiie and bank bills purchased, 
following the fe-estabhshmeiil of home and foreign t/adc .'it prices 
considerably higher tfian llnie ruling prior to tl^e war. During 
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this year, however, particularly towards its close, the^banks omitted 
to renew a large amount,of mafunng Treasury Bills, and the effect 
of such omission, as the above table shows, wai « net reduction of 
£6S,000,000 m the amount of all classes of biils. , 


Advances 

• ' , * 

The foUiAYing table shows the annual vacations in the amount 

of outstanding ad\%nces since 1913r— 

AdVANQ^'-'^ 


Dcceinlicr Amount 


Incrcaso 


• 

19M 

1915 

191(5 

1917 

19f8 

1919 


L 

530,000.000 
-198,000.00(> 
47:i.000,00O 
549,0003)00 
(515,000,000 
1,007.000,0(‘ ) 


/ 

30,000,000 

38,000,000 (decrease) 
ltd,000,000 (decrease) 
77,000,000 
()«, 000,000 
398,000,000 


Incie.ise for sie i^-ars 


ASO 1,000,000 


As previously stated, when discussing the subject of bills dis- 
couiilod, banks do not m all cases sejiarate the amount of bills 
discoiinled from tlie amount of oulstandiiig advances. In tlic 
above table an adjustment has been made foi each year on the 
assumption that the p.\perienco of l^i.iks that do sejiarate these 
items, one from the other, is that of all the banks. When no such 
adjustment is made, the increase in the amount of advances^fiir 
the SIX years 1914-1919 ifjipears as ;(484,000,000, winch amount 
IS ;fl7,000,000 les? than the mcreasc showp m the above table. 

The increase of £35,000,000 in the amount of advances for the 
year 1914 was partly Alue to itdvances made ip 1914, before the 
commencement of the yrar in *Au^st of that yi'ar, atid partly to 
advances made after the outbreak of the war to customer^ who 
were feeling financial pressure owing to non-receJJ)t of sums due to 
them ^om both home and abroad, in the latter cas« o^ing to the 
breakdown of lire foreign exchanges, alTd also to certaiA of their 
foreign debtors having becomi enemies of this country. The 
decrease of £64,000,000 for the^o year^cndilig Slst^Deceirtber, 
1916, was due to tjie fact that theltonditions brorTglit about by the 
war had made the Gevernnient Jecomo lire largest trader in the 
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country. Government dcbt.s displaced to a considerable extent 
ordinary trade debts. Moi csiver, there was a considerable falling off 
in certain directions of foreign trade, so far as the ordinary trader 
was concerned. _ ' 

The increase of p7,000,000 in the amount of advances during 
the year 1917 was due lO the very large amount of advances m’.de 
by the banks to customers to enable them to subscribe to the great 
War Loan issued at the cv-nmcnccnient of that year. The increase 
of ;{66,000,000 during the year 1^18 may be atti ibuted to the rapidly 
increasing commodity prices compelling traders and others to 
seek additional accommodation from the banks, notwitln binding 
large trading profits. In many cases traders iktc driven tc seek 
loans because in a spirit of patriotism they had m the year 1917 
applied too great a proportion of tlieir liquid resources to sub¬ 
scribing to the War la'an of that year, underestimating the rise 
in commodity prices that was to follow'. 

The unprecedented increase of ;f392,000,000 in the amount of 
advances during the year 1919 was duo to the reviv'al of home and 
foreign trade after the conclusion of peace, at rapidly increasing 
prices and cost of labour, iiianiifacliiniig and trading concerns 
requiring considerably more floating capital to run their businesses 
than they did in pie-war times. Congestion of transport and 
speculation were also contributing factors. The year 1920 opened 
with all these causes in full C'peration, a boom in new issues, and 
only by the imposition of the 7 per cent. Bank Rate, on 15th April, 
was,a salutary cheek given to further inflation. About this time 
the banks began to refuse all new (hanands for advances for 
purposes otjier than for, necess;yy tiAde, and called in sonv; out¬ 
standing loans which were being emiiloyed m unduly withholding 
stocks from the nvirkets, or in otlier spccalative channels. The 
banks had a^last recognized thc-'irtifa lal rash basis of the enormous 
amount olf bank cfedit created rluring the war, and the imreasing 
danger of any fuftl^er inflation. 

If the ^piofl^t of bills discounted be added to the amount of 
advances, the increase is /709,()00,p00 for the six years 1914-1919, 
according to the figures that havemlrcady been given for the items 
-’considered .separately. If the ^gures be taken from the aggre¬ 
gate balance sheet conujiled bg The Economist, the 'mcreasc is 
£683,000,000. According to The E conomist, tife amount outstanding 
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at 31st Diceniber, 1913, was ;f683,000,000, so the iricrcase for six 
years fs exactly 100 per sent. It is an interesting coincidence that 
Cash in Hand, at Bank of lingland, Money af Call, and at Short 
Notice, added together, also increased exactl/ 10(i per cent during 
the sanic period. Part of the difference between the figures taken 
froi«T/ir Statist and The Eco}}omist is due rt) the former including 
and the lattsr oinitling, in yie combined batailce sheet, the figures 
of the Yorkshire ‘Penny Bank ahd tlTflpc of the Co-operative 
Wholesale Society Bank • ^ 

So far the changes in the Joint Stock Bank position haveiieen 
considered between the period 31st neceiiiber, 1913, and 31st 
Decenfber, 1919. Qn the next two pages there are given combined 
balance sheets* showing the position at 31st December, 1920, 
compared with that at 31st December, 1919 

Table A-shows the foltowuig mam changes m liabilities during 
,thc twelve months— 

1. A satisfactory increase of over £22,1X10,000 in capital paid-up 
and rc '^rvo funds Part of the ijicjease in capital represents 
duphcai en through bank purchase of the shares of other banks. 

2 A reduction of over £48,000,000 in acceptances on behalf of 
(UstonuTS 'I bis reduction was due to the slump in trade, which 
coniinenced about July, 192t), and the gieat fall in wholesale 
comn'odity price.s, which commenced in April, 1920 

3. An increase of about £150,000,0t(i m the aggregate of credit 
balances, wliijh the table of assets clearly proves to have been due 
to further credit expansion . • 

Table C shows the folloc^ing main changes in assetsMuring the 
twelve months — , * , , , 

1. A reduction of £47,000,000 in investments This decrease 

was due to reduced hoTdings of investments ami sums written off 
for depreciation. . / * 

2. An increase of £75,000,000 in bills discoufitcd, presumably 
due to increased holdings of Treasury Bills, for .the slump in trade 
and gr«at fall in wholes,ile prices duriiig 1920 prglialj)^ caused 
some reduction in holdings of trade billV 

3. And an increase' of £.140,0^^99 in advances. This largo 
net increase was due to furtherVxpansioii in ‘credit during ‘the ■" 
first six mofiths of»1920. DiirinJlhe las^ six months of the year 
adWinces diminishci^ laut the b.Iiks were unable to effect any 
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Combined Balance Sheet of the Banks of the United Kingdom 
(Exclusive of the Bank of England) 1920 and 1919 

{Compiled by "uffie Stalisl,” and published in %ts issues dated 2\st 
May, 1921, and \Sth May, 1920) 

Table A. Liabiliiifs 


'-1920-- •-1919-- 



»*'» 

% Of 

Total. 


% of] 
Total 

.f 

\ Increase + 

1 Decrease - 

Capital paid up 

L 

92,814,000 

"■32 

£ 

77,15,5,000 

28 ' 

£ 

h 15,689.000 

Reserve funds . 

71,384,000 

2-5 

64,398,000 

2-3 

- 1 - 6,936,000 

Total 

164,178,000 

5 7 

141,553,000 

5-1 

4- i2,625,000 

Notes m circula¬ 
tion 

54,255,000 

1 9 

57,413,000 

"■> 

- 3,158,000 

Acceptance.!. 

112,453,000 1 

3-9 ! 

161.095.000, 

58 

- 48.642,000 

Deposit, Current 
& other acc'ts. 

! 

2,549,2,88,000 j 

88'2 

2,398,831,000 ' 

86-7 

4-150,457,000 

Profit balance . 

8,917,000 1 

•3 : 

'8,159,000 ; 

•3 

758,000 

Total Liabilities 

2,889,091,000 i 100 0 

2,767,051,000 

100 0 

-t-122,040,000 


Table B Assi.rs 



-1920 

-- 

-1919 

—• 



of 

Total 


% of Increase -f 
'J'otal Decrease - 


£ 


i 

£ 

Cash in hand, at 

"a 




Bank of Eng¬ 
land, etc 

440,743,000 

15 3 

443,538,000 

16 0 - 2,795,000 

IWojcy at Call and 





at short noface^ 

153.098,000 

5-3 

1^0,594,000 

5-5 t- 2,504,000 

Investments . , 

552,671,000 1 

191 

600,035.000 

21 7 , - 17,364,000 

Bills discoui;'ted * ' 

415,872,000 ' 

14-4 

» 361,722.000- 

13 2 + 51,150,000 

Advances 
LiabilityofCusto- ; 

1,182,816,000 ' 

40-9 

1,018,476,000^ 

36 8 , 1 164,340,000 

1 

mers for Accep- 1 

* 


t 

1 

tances . .* . ! 

112,453,000 , 

3 9 

161.095,000 

5 8 I -- 48,642,000 

Bank premises, etc' 

31,438.000 ! 

‘1-1 

28,591,000 

1 0 ’ 1- 2,847,000 

Total Asset-i . iS,tJl9,09l,000 i 

1 —— -V 

100 0 

2,767,051,000 

100 0 i [ 122,040,000 


' Whcij‘shol.n separately^ Bankers do not m,all cases separate tlicir 
cash from their call loans or their bills discounted from their advances 
For the two years dealt with, howeye/^ the practice of the individual banku 
(particularly m regajd to t;^c separat/ ii of qash in hand from money at call 
and short notice) has only varied in^w instances 

* These amounts should really Ifr £346,658,000 and £1,036,540,000, The 
Statist m its summanzationiof balarj c sheets having mhdverterltly placed an 
amount of £18,064,000 in the wrongViolumn. • 
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considerable reduction on account of financial diffic»lties of cus¬ 
tomers, who held large stofks of more or less unsaleable high-priced 
goods, received numerous cancellations of ordci%*from home and 
abroad, and who felt severe financial strain from, non-receipt or 
delay in tcceipt of expected inland and foreign remittances. The 
net i»(;rease in advances, notwithstanding tl* great fall in prices 
which would .normally causij a reduced dcAatid for credit and 
automatic reduction* in bank advartccs, f^jiarly proves that the 
banks well supported their customer# during the semi-crisis year 
1920, and did not atbrmpt to enforce compulsory deflation, except 
in rases evlierc loans were employed in speculative directions. 
At all limes when tjiere is stickiness in the usual normal flow of 
credit, there is S tendency for bank advances to increase. 

In the following table of Assets it has been assumed that the 
experience of banks that separate on their bajance sheets “ Cash in 
Inuid and at Bank of Bnglaiid ” from “ Money at Call and at 
Short Notice,” and “ Bills Discounted ” from “ Advances,” the 
one from die olhei, is that of all the baijcs, and the amounts have 
been appi loned on this basis— 

Combined Balance Sheet of the Banks ov the United Kingdom 
{Exclusive of the Bank of England), 1920 and 1919 

[For Liabtkhes see Table A on piccedui^ pe^ne) 

Table C. Assets * 



'-1920 

’% of| 
r«tai 

•-1919 

. • • 

% of 

I total 

• * 

increase + 
Decrease - 

• 

Cash m hand, at 

£ • 

• 

• 




Bank of Eng- 


• 

• i 


. i 

land, etc 

420,000,000 

14-6 

: ^23,000''ilii 

. I.vi 

- 3,000,000 

Money at Call and 




• 

+ 3,00<T,000 

at Short Notice. 

174,000,000 

60 

171,000,000 

• «-2 , 

Investments 

553.000.000 ' 

19-1 

i 600.000,000 

.21-7 , 

- 47.000.000 

Bills discounted 

451,000.000 

15 6 ' 

! 376.000,000 

13 6 ' 

»!■ 75.000.000 

Advances • . 

1,147,01)0,000 

39-7 

I l,007,(ViO,000 

36-4«(4-1?(»000,000 

Liability of cus- 






Amers for acccri • 

1 

1 




tauces ... 

112 ,000,000 J 

' 3 91 

L 16l,000,#00 

.5-8 i 

- 49,000,0(10 

Bank premises,&c 

32.000.000 ' 

1-1 1 

^ 29,000,000 


-1- .3,000,000 

Total Assets*. 

• 

2,885,000,000 

--..-31=^' 

100-0 

|,767,00(^000 

loo-o ! 

1 

+ 122,000,000 
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The folloviiig I able shows tlie general tendency of the banking 
position between W Jaiiuary-S'lst May, 1921, the figures sum¬ 
marized for iiif.e'' Joint Stock Banks representing about 70 per 
cent, of the Sit,if banking resources of the United Kingdom 
(exchisire of the Rank of Kngiand) 

Nine English Joint Stock Banks 
“ (df ithon £'s) 


WEEKLA' AVr.SAGES 



Dec- ill 

Jan , 

Feb. 

1 March. 

Apnl, 

i May. 


1920 

1921 

1921 

r u'.'i 

1 

1921 

1 1921 

Paid up capital and reserve 

11.4 0 

IBS 4 

ll5(i 

115(1 

115 8 

115 8 

Acceptances . 

87 9 

8S 4 

77 5 

(i9 4 

(klO 

83 0 

Oepoisits (iiirhiding un¬ 







divided profits) 

1801 fi 

1810 1 

1754 1 

17150 

1709 9 

1729-3 

Total 

2007 .S 

20i3 9 

19)7 5 

1900 0 

1888 5 

19(»s 1 

Cash in hand, at Bank of 







Kngiand, etc 

Money at call and at 5^1lort 

3(14 ! 

25(1 2 

247 4 

214 H 

249 8 

250 3 

notice .... 

1130 

98 9 

87 9 

82 0 

91 9 

9(v5 

Invtstments .... 

339 I 

341-3 

340 0 

33(i 1 

333 7 

331-2 

Bills dis( fuinti-d 

29(1 3 

381 9 

328 9 

282 1 

275 I 

3(i4 0 

I/'ans and ad\.iin‘es 
Liability of eiisloincis fur 

<S45-1 

845 1 

843 5 

8(i2 « 

852-2 

839 9 

acceptanc' 

r7 9 

88 4 

77 5 

89 4 

83 0 

83 0 

Bank premises, etc . 

22 0 

22 I 

22 3 

22 4 

23 0 

23 2 


2007 S 

20)3 9 

1917 5 

1900 (( 

1888 5 

1908 1 


From the above table it will be observed th.it the anioiiiit ol 
acceptances coiitiniies to diniinish, for reasons already stated. 
There is sRown a reduction iriiJianK liabilijies on deposit and current 
acesun^s, reflecfiiig, in the main, per contra, ndiiition in the rash 
reserves and iif money at tall and at sliort notiie, due to causes 
over uJn,! liRlie banks had no (ontrol Tnvesliiients shoey a small 
reduction. ^3ilK discoufited show a net im lease, but loans and 


advances a shglit decriase .'Ue figures dearly jirove that, no*t- 
wflthstan,ding tlfe reduction ^ cash resoiiKes and in money at 
call and at short iioticj;, the h nks continued fo afford consideiable 
support to then eiisloniers iiLa difficult pi nod. 
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The ij'sumption of the publioation of monthly balance sheets 
by the larger banks commenced in February, 192i ,and the figures, 
it IS to be noted, are now based on weekly «iver^ges, a recom¬ 
mendation made by the Committee on Currency and Foreign 
Exchanges after the War, in their interim fepor# published on 
29lh ^ctober, 1918 

I 

(c) Savings Banks'"* 

The table gi\en on the next pagc*shows, at yearly iifterv^s, 
the liabilities of the ftovernrient on Savings Bank Account since 
the outbi(*ik of the recent war, monthly figures being given for 
the year*1914 to^priTve tliat the outbreak of war had very little 
effect on Savings Bank deposits. It will be observed from the 
table that.during the first two months of the war Savings Bank 
idepi'sils showed a tendency to detlmc. the actual decrease from 
Ulh July to 5th Septc inlier being about £5,300,000, lepresenting a 
little ovei 2 per cc'iit. of the ar<«umulated funds. This decrea.se 
cannot allc ■ ther be attributed to th{ cnitbrc^ak of war, for the 
holiday iiionlhs, July and August, arc generally liad months for 
Savings Banks. From October to Deeemlier the deposits remained 
about statioiiaiy, a slight increase being recorded, but the figures 
include £729,691 interest ciedited on 20th November (for the past 
SIX Iiionlhs) to the Fund for the Banks for ^P-vings. 

At 2nd July, 1921, the amount stancling to the credit of the 
Trustee S.ivmgs •Banks was £72,533,116, the Post Office Savings^ 
Bank £272,217,296, total £34^,750,412, or £2,737,396 nicire than* 
• at 3Ist July, 1920 . 

The first' War Loan, which hears 3J*per cc-nl. interest, luid was 
issued dining 17th-24th Novembei*, 1914, at £95 per cent., had 
no discernible effect on Savings Baiik deposits, but the apfearance 
of the scxoiid loan, which bears 4| per cent. intiTcst, luid was if.sujd 
during 21st June—10th July, 1915, at par, piodluFd a marked 
effect on such deposits. Concurrently with the iss'uc of«the pros¬ 
pectus, aiuh whilst the application lists renukhied open, ^ide^read 
appeals to patriotism weic' made bjl extensive Press support and 
advertisements. Many of the advert^ments were jKiwerful direct* 
appeals to women to subscribe to tl^ loan, and tluft help their 
fighting coiintryinen. *Thc effect of mm piifilicity campaign on 
Savings* Banks was shown by a decritsc of about £20,000,000 in 

7 -^ 723 ) I • 
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Liabilit'iEs of liiE Government on Savings Bank Account 


At 

; Tdul amount at the credxt 0 / 

Tnc Fund for , t, r, l/-^ c. 
the Banks for H'e Tost Ofhec 
0 , IT Savings Bank 

Savmgs(^rustoc p"' , 

Savings Banks) ^ 

Total 

Increase -\- 
Dccrcasc - 





l-'or 1 menth 

1914 

i 

i 

! 

L 

Jan 24 . 

53,S95,108 

188,781,224 

242.37(>.332 

-\ 2,571,904 

Fell 21 . 

53.758.435 

189.396,492 

243,154,927 

r 778,595 

Mar 21 . 

53,904,,s92 

189,935,779 

213.840,371 

1 685,444 

Aprd 18 . 

53,939,455 

190,652,680 

214,592,135 

' 751,704 

May IH 

53,799.052 

190.748.413 

214,517,465 

44,670 

June 13 . 

54.549,025 

190,791,971 

215,340,996 

0 ' 793,531 

July 11 . 

54,482.781 

192,011,322 

216,527.103 

i- 1,186,107 

Aug. 8 . 

52,979,403 

191,518,822 

244,496.285 

- 2.030,818 

Sept. 5 . 

52,788.574 

188,389,779 

241,176.353 

- 3.319,932 

Oct 3 . 

52.792.530 

188,280,014 

241,0/2,574 

103,779 

Oct. 31 . 

52,935,990 

189,671.969 

212,607,959 

t 1,535,385 

Nov 28 . 

53,009.464 

190,286.806 

243.296,270 

1 688.3 M 

Dec. 2(> 

53,344,115 

189,387.699 

242,732,114 

501,1,50 





lor 1 ye.ir 

Aug 8, 1911 

52.979,463 

191.516.822 

214,196.285 

1 6.141.213 

„ 7, 1915 

50,371,832 

1 ,SI,HI,8 ,755 

232.020.,587 

12 475,698 

., 0 .191b 

52,232,866 

193,953,28.1 

246,186,119 

1 11.165,562 

.. 4 , 1917 

48.7I6,,T24 

191,811.261 

243,527.5.SS 

2,658,501 

3, 1918 

56,281,545 

220,655,438 

276,936.983 

; 33, {09,.i95 

2,1919 

68,422,709 

261.120.027 

329..842,736 

' 52,905,753 

July 31, 1920 

72.198.384 

269.814,632 

312 , 01 : 1,010 

! 12.170,280 

Increase for 





6 years . 

19,218,921 

78,297,810 

97,516.731 



The figures given in the alx)ve table do represent the exact amounts due 
to depositors of the two classics of savings bank-^ at th'* respective dates, l)Ut • 
are the rmounts which have Iven lui.ide<l ov< r by the Savings Banks for 
investment by the National Debt Commissi*,jK^rs. in (onformity with the 
Savings Banks Acts The Trustee Savings'’ Banks kc< p a small * ash balance 
with local Joint btock Banks and the Bostina(,t<‘r-(Jeneral also keeps a small 
balance oft Savings Bank Account tc>m<(t current withdrawals Ihese cash 
balances in bot^ cases are, however, usually h ss than 1 per cent of the 
lidGilitTes to depositors, so the fluctuatuuis in the liguies shown in the tabic 
may, therefore, 1>^ taken as repn sontative of tlu* experience of the Savings 
Banks sincf the tomniencement of the w.ir 'I In- figures for the Trustee 
Saving^-,. Bar^s do not in any way include the’funds of the Special Investment 
Departments of the TrusAic Savings Banks, for th<‘ funds of such departments 
are not handed over to the Natioi^;!! Debt CoinniisMoners, but ate investetl 
direct by the Trustees of the ba/ikr', subj* < t to (ertain statutory restrictftnis, 
tind largely m ttrnporftrv Goverr/^uent l-oans and in local loans, 

the aggregate funds,'luringVlie fuui weeks lllh July-7lh August, 
I9I5. This d( crease Ieiiresi rttul exactly^jiei i cut. of the aggregate 








THE BANKING POSITION 


99 


fiundb at 10th July. By an interesting coincidence *the Trustee 
'^Savings Banks and the Pr^t Offife Savings Bank both suffered a 
pike proportionate decrease, the figures being SI*out £4,200 000 
|aiid £15,900,000 respectively. There is cvcr>« reason to believe 
Hliat the iiiain influence which made Savings Bank depositors 
subscrilie £20,000,000 to the second War Loan»was the widespread 
^ppeals lo patjiotism, and not the high rate^if •interest borne by 
the loan. The Postntaster-Geneial, in his Biyort foi the year 1915, 
made till' following toinment on (he ejjfei.t of the 41 per cent. War 
Loan on the deposits of the Post Office .Savings Bank : “ It»is 
notewoitli^ that the eliversion of large sums of money into War 
Loans ayd E.xclieqiicr Bonds has had little effect upon deposits 
ill the Post Oflice Savings Bank. In June and July, 1915, when 
the lists for the 41 per ci'iit. loan remained open, withdrawals 
cxceedi'd the jiormal by £18,000,000 ; and in Junuary and February, 
1916, when (he 5 per cent. Kxchequei Bonds were launched, there 
was some further diversion, but only of comparatively small 
amounts ’ ' ^ 

Notwitlisi i,fling (he, outbreak of wai and withdrawals for 
investment in the fust two Wai Loans, Savings Bank funds only 
decreased by about £12,500,000 during the hist year of the war. 
The following year this decrease was more than made up by an 
increase of about £14,200,000 for the year. 

A fiiitliei chain on .Savings Bank deposit“^ras experienced during 
the issue of the third War Loan, the prospectus of which appeared 
on 12th January, 1917. This loan was dividccl into two parts 
a 5 per cent, loan issued at £95 per cent., and a 4 per ctmt. loan 
issued at p.ir, with liicomc Tax»conipouncled., The lists for appli¬ 
cations closed on 16th February, 1917. Wlien giving detailed 
paiticulars of the stupeiidous success attending jtlie third War 
Loan to the House of Cpiiunon'; or^ 26th Febinary, 1917, the 
Chancellor of the Exchequer stated that, during flic Wa!» L«an 
campaign, special care had been taken not to Vifcourage with¬ 
drawals from the .Savings Banks, with the result that^fhe^ with¬ 
drawals, in spite of th*e immense sum ra1?cd by the loan, were 
£6JD00,000 less than in the 1915 Joan, Notwithstanding with¬ 
drawals for investment in (tie thi^l War Loan,* Savings Rank 
funds only de*reased, about £2,600,(j00 during the *third year of 
the war. 
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During tlif year ending 3ul Augu.sl, 1918, there was a substantial 
increase of about £33,400,000 m* Savings Bank funds, wliich was 
followed by a siiR greater increase of about £52,900,000 for the next 
year, and an ,matase of about £12,200,000 for the year ending 
31st July, 1920. The fourth War Loan (the Victory Loan), which 
was issued dining <3111 June-12th July, 1919, had no nviterial 
influcnee on SavKijA Bank deposits. The total increase for the 
six years ending 31s^-<ijnly,‘ 1920, was about £97,500,000, or an 
average annual inciease of al'oul £16,200,000. Foi the ten pre-war 
yoars 1(H)4-1913, the intrease in Savings Bank deposits was about 
£43,000,000, or an aveiage annual increase of £4,30Q000. The 
great inciease expeiienced during the three years ending 31st 
July, 1920, was due to two causes, partly to the-great increase in 
wages that took place duiiiig this period leaving the working 
classes with a gieat(;r margin for saving purposes, biit’mainly to 
the removal, as from 31st December, 1915, of the statutory restric¬ 
tions on the amnimt of deposit by any one depositor. At the 
outbreak of wai lluie weie restiK'tions m operation on the amount 
of money that miglit be deposited by aijy one depositor in the 
Post Office baviiigi Bank or a Tiushe Savings Bank (Oidinarv 
Departmi lit), the limits of di posil being £.50 annual and £200 

• total. Till Wat Loan (.‘'uiiplcmeiit.d Provisions) Ait, 1915 (5 and 
6 , Geo. 5, c. 93), piovided, among other provisions, foi theremoeal 
or alteiation tempoianly Uy an Order piomulgated by the Treasury 
of the limits of deposit m Savings Banks for a pciiod not longei 

• ilian that of the duration of tlie war and six montlis thereaftci. 

In conformity with this procision, Hie Treasury made an Order, 
dated 31st Dccembnj, 1915, rem«.'tng for the peiiod of the wai 
and six months thereaftci the existing,restrictions on the amounts 
which might bi; deposited by a/ly one depositor in the Post Office 
and Trusae Savings Banks. ^*Oif 20th May, 1920, a Savings Bank 
Act (1® ''■'■s passed which provided that 

there shall be t;o*himt on tlie amount which may be received by a 
Saviiif^ B:fnk authority from any person by way of dejxisit, but 
made it lawful for the*'Treasurj.’ at any tiiVie to limit the amount 
which may bi rueivcd froituaay person whatsoever, either in ahy 
<fne year or m tlie ag^,'rigate. ^o fart "o restrictive order has been 
made by the Vieasur^. I , i 

The great increase m thcAipnount ot Savings Bank deposits 
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during tlje years 1918 and 1919, notwithstanding the high rate;, and 
interest borne by the various War Loans and otherrfgrms of GoveP™® 
ment honowing, proves beyond all doubt—wljjit has often bed an 
contended by those experienced in Savings Bank matters—^tha^" 
depositors attach more imporlance to security and the facilitiesm 
affordal foi deposit and withdra\^al (including (^e^ssuc of a suitable'*^ 
pass-book) (hart to tli 4 ' rate of*interes(, Tly;^ughout the war, and < 
since, the Savings Bank rate ol interest has icinaincd at the old ' 
and low rate of 2| per ci-nt. per annum. On grounds of'equi^ 
to depositors, the rate’might have been temporarily raised to, say, 

3 per cent., in view of the much higlu*r rates derived by investment 
in War I.yans, E.xi^heqlier Bonds, National War Bonds, War Savings 
Certificates, and other foiiiis of Government borrowing, and the 
publicly expressed desire ol (he Goveinment that no excessive 
ta'ansfeis theielo should he niacle fioiu Saving.i*Bank deposits. 


(if) The Amai.gamaiton Movkmi'.nt 

Duiiiig th twenty years iinineiliatelv prior to the war, about 
120 separate banks weie absorbed liy the process of amalgamation. 
After the outbreak of war, foi a peiiod of ovei three years, there 
came a lull in the amalgamation movement, llie larger banks, 
evidently in view of the uncertainty of tlic financial situation, 
deeming the better'policy to husband tlm^iy own resources for all 
eventualities. 

In 1918, however, there came quite an epidemic of amalgamations, 
some of which were of a new tyi^e Pi lor to the war, amalgajnations 
took the form of absorption of myie or less local banks by a larger 
ind moie widely-spread joint Stock Bank. At the end ol 1917, 
a new type appeared- the^ union vi one laige Joint Stock Bank 
with another similar bank. In Diiceirtber of that year the amal- 
janiation of the London cV South wA'stein Bank. (Deposes at 
list December, 1917, £38,664,000) with the London^ Provincial 
Bank (Deposits at 31st Deceinber, 1917, £35,962,000) Vas announced, 
md also tlte ainalgaination of the Union .♦if London•& SHiths 
Bank (Deposits at 31st December,' 1917, £62,818,000) with the 
Vational Piovincial Bank of Eflglaiid^(Deposit'f at 31st December,* 
1917, £112,597,000). In Febiuary,^19i8, two large anfelganiations 
were announced; Pan's Bank (DeposHs at 3fst December, 1917, 
;68,631,000) with the JaincUui County & Westmmsier Bank 
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(Deposits at 31st December, 1S17, £142,268,000) was announced 
on the 1st 04^10 month, and the London Joint Slock Bank 
(Deposits at 31st JOeccmbei, 1917, £37,979,000) with the London 
City & Midland Bank (Deposits at 3Ist December, 1917, £220,552,000) 
on the 18th of tlnv month. (This latter proposed amalgamation 
was refused Treasury sanction until July, because it followed the 
announcement of the^rjianciillor of the E.'cchcquei 011 5th February 
that he proposed to appoint a Committee to consider the whole 
q^icstidn of Bank Amalgamations.) During July, 1918, two further 
important amalgamations were announced—the London Provincial 
& South Western Bank* (Deposits at 31st December, 1917, 
£74,626,000) with Barclays Bank (Deposits ai 3tgt December, 1917, 
£129,068,000), and the Capital and Counties Bank (Deposits at 
31st December, 1917, £58,646,000) with Lloyds Bank (Deposits at 
31st December, 1917, £174,068,000). 

The amalgamation movement of huge banks that commenced 
m Deciinbei, 1917, aionsing fcifrs in the c oiniiic ici.d world of the 
establishment of a iiioncv'tiust, the Ch.uicelloi of the IL'Ci liequer, 
to allay these bars, amioiiined m the House of Commons on 
Tuesday, 5th Maich, 1918, that a Committee had been appointed 
"to consider and report to what cxtiiit, if at all, am.dgamations 
between banks may affect prejudicially the interests of the industrial 
and mercantile comiU'pity, and whether it is uesirable that legisla¬ 
tion should be introduced to prohibit such amalgamations or to 
provide safeguards under which they might coutmue to be per¬ 
mitted.'.’ The Committee was con^osed dm fly of bankers, with, 
however, a suffn leiitly strong illusion of ordinaly business lepre- 
sentatives. All proposed amalgamation^ were held up whilst the 
Committee was sitting. • 

On Tiuesday, 21st May,* 1918, the Coinmittei’ [iresinted its 
I^epujt. Below are given sonic of the statements of and ( onehisions 
come to by t'hit Committee - 

Bank absorptions ami amalgam,it ions are. of course, no new plienomenon 
m thL country Ahout»i(00 instances h.ive ocaurrccl m the p...t, more than 
half of which have taken place m the last 50 years In one or two cases 
arrangements made provisionally for amalgamations liavo lieen debated 
• by the oppositym of iocal ciistopiers oOthe bank which it w.as proposed to 
absorb*; but^ on the whole, Banking jiolicy has gradually but steadily 
pursued the path of consolidation ind absorption, and, until recently, the 

£ The Condon A Ihovincial aijd the laiftdon & Smith Western Banks 
bad amalgamated only in the previous IJeceiblier-■.« above 
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amalgamations effected have, generally speaking, been earned through 
without stirring up serious opposition or arousing public^interest. As a 
result, tlie number of privati^ banks tias fallen from 37 to 6 since 1891, and 
the number of English Joint Slock Banks from 106 t*^ 34 during the same 
period * 

Several recent amalganialioiis, however, have undoubtedly provoked an 
unusual amount of interest, and h<ive been seriously criticised in certain 
quarters This change m public opinion appears to be due mainly to the 
fact t^iat amalgamations have changed their type mnd consist no longer in 
the absorption of a local bank by a ftirger <ind more iviilely spread Joint Stock 
Bank, but iii t4ie union of two Joint Stock BaiikC bt»th already possessing 
large funds and brambles spread over <* wide^i^rca These two types of 
amalgamation dilfor very materially from one another, and arguments used 
to justify the foimcr type do not nccessaifly apply to the latter 

Tuh Old XYini ol^Amai oamaiion—Absorition oi-' Local Banks * 

BY a Largkk and More Widelv-sbreal Joint Stock Bank 
Ah modern amalgaiwalions are mainly of the new type, it is unnecessary 
for us to claboraU^Lhe various arguments used m connection with amalgama¬ 
tions of the older type Veiy briefly, what the aigumentb amount to is that 
both the lycal {or more or less local) bank and the larg< r widely-spread bank 
secure to thewr customcis c<Tlayi advantagis of .^dilfercnt kind, but that, 
like other institutions, each lias also the defuis of its qualities Some 
•Jistnets notably Lancashire and 'ioikshirc ha\e thing to their local 
banks Ihit in most instances, amalgam.ition scliemes have been earned 
out withov . serious dithcully, ami A maleiial haulshij) had resulted to tlie 
trade goici ’ 'y in the dislrnts altccted, Jlu'te would no doubt have been 
greatiT local ojiposition subsequeuL abs<'rption .schemes, and new local 
banks would even have been opeiK'd 

The New Type or Amalgam mion—Union or One Large 

Joint Stock Bank with Anoiher Similar Bank * 

As regards tlu' new type of amalgamation, the imun arguments laid before 
us in siippoit of llitf policy of amalgamation arc.is follows-- 

(a) The cunveuienco and gain to 'iradc s*^\id by an cxten<iton oj Bank 
areas —Just as the large banks of the past sccudhI certain adv'antages to 
trade by collecting dejiosits from parts of the country where they were not 
required, and placing them at the disposal of oth< i p.irts which stood in nf^d 
of advances, so it is claimed thaV this process can be earned btilhfurthcr with 
advantage by amalgamating huge banks with one another 

This isnu. doubt trm*, though, of cours^ the degree to which an extension 
of area is m fact socurecl by^ amalgam^iiig banks differ', coiisiderably in 
each cas(‘ , 

There must come a point when the policy of substituting one large bank 
for two will usually mean a very siftall f'xtensnin of area, if a#iy, and some 
reduction of competition That jiomt ha*s alrcmly Ixeii leached m London, 
and IS being ajiproached in a few of the largest towns*\vherc mt)St g)f the 
important competing banks aic alicady established * • 

It should be added that if both the amalgamating units have, before 
amdlgamg.tion, lent up to their full resources, home tiade as*a wjwle cannot 
gain any inciease in accommodation as a rcsult«tf the amalga^atiffl Except 
♦t the expense of ‘■’mailer traders, large trade combines could not obtain larger 
advances m all Irom the con'^ined resources of the amalgamation th.in 
they obtained from the separate banks befoie • • • 

(b) The argument from stze —Numerous reprosentaiionw havc*reached us 
to the elh'ct tnat hirgtvbanks arc better for traders, ami particularly for large 
traders, than small banks, ^lecause, wiUi their larger resoiiices, they can safely 
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make individual advances on a more generous scale. And it is argued that 
banks must groc/ now to keep pace with the growth in size of biTsiness houses 
generally, and to enable them to deaf with the tlemands of aftef-lhe-war 
trade both at home and abroad * 

This IS an imporfant point Vanous Government Committees have drawn 
special attention to th(^cjiiestion of banking facilities after the war, ainj it is 
very desirable that all possible steps should be taken to adajit the banking 
interest to the new position which will then arise. The point, however, 
with regard to the size pf banks is one of tlegree only, and it is a qij''stion 
whether the continued practice on the ^art of exceptionally large firms of 
resorting to two or ifion^ banks, instead pf one, for ad\.uicei would not 
sufiice to meet all their neMs, and*whether the existifig laige banks aie not, 
in fact, large enough to meet the rcquirimenls of the imniedi.ile future, at 
any rate if supplemented, as far^^s may be necessary, 1^- C(*nibinations for 
special piitposes on the lines of German “ Konsortiunis ” ur olhensise We 
hav5 received no conclusive evidence on this piant ‘ 

The above argument with regard to post-war trade lan, (»f couf-.e, only be 
used with some caution as regards foreign trade, in view of tli^* special 
dependence of English banks on deposits withdrawable at call oi on short 
notice Ihis is especially the case as regards long term advances for such 
trade, to which special reference is sometimes made 

W’e have endeavoured to review impartially llie arguments which hav’e 
been put forward as justifying the necessi/y in the puhhe interest -quite* 
apart from questions of profit to sharchohlcTS—of bringing aliout the new 
type of bank amalgamation There is imdoubtoiliy iiim h w. ight in thesd' 
arguments as far as they go And even if the .ibscdute itv of large new 
amalgamatums is not clearly proved, \c't lh»' .ihseric* of pniol of the public 
necessity for business re-orgambitk.jns is not, in itself, an\ reason fn objecting 
to them, and it is a serious step at any time to •nterf re with tile n.ituial 
devclopnu'iits of trade Eefore, therefore, (emAKlenm' any ristiictive pro¬ 
posals, we endeavoured to asceitain wdiat is the n al ba-'i-. of tlie fears -often 
vaguely felt, and vaguely expressed- which h.ive- unde)ubte dly [>es ii aroused 
])y recent amalgamation schemes The mam grounds for ubjc‘e,ting to 
further amalgamations appear to be as follow's - 

(a) Wrtltng down of Bank Capital —'I'lie pr')portion (A cajut.il to deposits 
is now so small m the ca.se c\.,>^ghsh Joint Stoe k lUnks, < v«m exclmhng the 
temporary war increase m the amount of deposits, that any furtliei shrinkage 
of bank capital is clearly unelcsirable. in the interest of depo ite^rs, if it can 

avoided Attention has been drawn to the fact that amalgamation 
schemes usually mean a reduction in the to^l paid-up capital and uncalled 
liability of tile two pre-amalgamation units 'lliis has frerpicntly been the 
case in the past, and it ha^ also been a Mituro of recent amalg.im.d.ions and 
proposed aiflalgamations * * 

(b) Dangers of reduced CompeUtion - ^-Although, in the past, we; believe that 
amalgamations have-not, m most instances, led 9) a re<hi(ti(>n of liank com¬ 
petition, yet.^is we have pointed oiJt ahcjve, in Tcindon (and juissibly before 
long in certain large towns) arn.ilf^amalions l»ehv»«'n two huge loint Stock 
Bank'^mubt nc>w u%ially mean a m t icdii'lion in the numbe r of competing 
banks It is true •hst this reduction is only slight in eath case, and that 
there still remain at jijeserit a fair number of eomjieting banks Ihit we have 
rccei>^d r^rc*>tuitations from ccTt.un iminicijial coiporations lo yie elfcet 
that bankl^ary^vcry much it^tlieir willingness to allViw reasonable* overdraft 
faalitios to corporations, and tli.it sufhe leiit money, and cheap enough money* 
has only been obtained hitherto liy rtsorting to different banks, the number of 
which is now falhng*.steadiiy On this gr(>iii1d a number of rcsc^lutions have 
been forwaaded tc^us by corporations juotesting against ftirthci amalgama¬ 
tions, and suggesting that ^t is not in tire national in/erest tlfat large funds 
belonging to the public shoiild be in tin* liands of ^ few coinjianies 
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Strong representations have, on similar grounds, been mad%to us on behalf 
of the St^ck Exchange and the Money Market. It is claimed that the world¬ 
wide fame of the London Market before the war was due to the freedom with 
which London bills could be negotiated, owing to the cas(?i*ith which Discount 
Houses obtained ample funds from a wide number of banks, and that the 
feweivthe Iqnding constituents in the Discount MarSet, the less flexible is 
the market and the less fine the rates It is added that the number of 
members in the Clearing House is already becoming very small, and that any 
furthe# decrease in the number of jts constituent members, or any greatly 
preponderant power on the part of particular meij^bccb, might impair con¬ 
fidence in its snfooth working anePraise apprehensions in the market More¬ 
over, It is point(‘d out that a reduction m the ft^mber of important banks 
must mean, and has already meant, a redi^lion in the number of first-class 
acceptors of bills, and that if this reduction pi orcede<l veiy far, it wouid become 
a question whelhi.-r the ^ank of England would not have to place a hmif on 
the amount of acceptances which they would take from any particular bank 
doing a largo accepting business, and whetlier Continental bii>ers would not 
limit the plumber of bil^s taken by them. 

(c) The Danger ^ Monopoly —It has been represented to us that there is 
a real danger lest one bank, by the gradual extension of its connections, may 
obtain such a position that it can attract an altogether pnqxmdi'rant amount 
of banking*l:>u^siness , or, alternatively, lost two bai^lvs may approach such a 
• position independently, and lhon*achieve it 1 / amalgamation 
^ Any approach to a banking combine or Money Trust, by this or any other 
means, would undoubtedly cause great apprehension to all classi-s of the 
community tid give rise to a demaiTd foi nationaluing the banking trade 
Such a com. •' e would mean that the finajiciPl safely of the country, and 
the interest o individual^lepositors and traders, would be placed m the 
hands of a few individuals, who would naturally oj)erate mainly in the interests 
of the shareholdeis Moreover, the position of the B.ink of England—which 
would, it may be assumed, stand outside any such Trust w’oultl bo sciiouslv 
undermined by so overwhelming a combination, and the Bank might find it • 
extremely difficult to carry out its very important duties as suppoiter and 
regulator cf the Money Market Any such result would, in our opinion, 
be a grave menace to the public interest 

further, it has been represented to us tha^hc Goveinment the day 
might not find it easy to adopt a course of which the combine, for its own 
reasons, disappro^d 

While wc believe that there is at present no idea of a Money Trust, it 
appears to us not altogether imjtossiblc that circumstances migiit produce 
something nppioaching to it at a comparatively early date. Experience 
shows that; in order to preserve an approx*iatc cqi^dity of resouH^os and of 
competitive power, tiio larger Knglish banks consider it necessary to meet 
each important amalgainati»^i sooner%jr later, by another If, therefore, 
the argument from size, referred to j^bovij, is to prevail,* it can only lead, 
and fairly rapidly, to the creation of a very«few prciJor lcTant combinations, 
and if those combinations amalgamated, or entereil into m. joint agreement 
as to rates and policy, etc , the Money Trust woukl 4ni#nedialcly spring 
to birth. 

Such are the mam arguments laid before us against further antalgamations. 
Undoubtedly some of the cl-ingcis feared are so^icwhat proliema^al and 
remote, and wc should very much have preferrccl to avoid tlie necessity for 
anji interference by Government with the administration of banking But 
on a careful rcvii'w of all the aUove consideration^, we are forced to ttv? 
conclusion that tlie possible dangers resulting from further large asialgama- 
tions are material enough to outweigh the arguments against Government 
mtcrlerence, and lliat, in*v'iew of the cvccj^tional extent to which the interests 
ol tlie*whole community depend on b<i 4 iking anangements, some measure 
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of Government control is essential. Our conclusions on thjs point were 
confirmed by tlie resolution passed <it the recent annual meeting of the 
Association of Chambers of Commerce, in which it was proposed that steps 
should be taken tch^Hianl against amalgamations, etc , shown to be injunous 
to commertial interests 

^^'e therefore ic:omfiieii(l that legislation be ]>.U'.sed requiring tliat the.pnor 
approval of the Government must be obtained licforc any amalgamations are 
announced or carried into etfect And, in order that such legislation may not 
merely have the etfect of producing hidden amalgamations instc.id, wc 
recommend that all proposals for interlocking directorates, or for agreements 
which in effect woukl alter the status of a bank as regards its' sepaiati' entity 
and control, or furpurchatobyonebankof the shares of anotiun b.ink, be also 
submitted for the prior approval of the Government before they aie earned out 

As gen::ral principles to be aeVed upon at present by the (io\ernmeut at 
Its "Uiscretion, we would suggest that a scheme for amalgamating or absorbing 
a small local bank, or any scheme of amalgamation designed to secure 
important new facilities for the public or a really considerable and material 
extension of area or sphere of activity for the larger of the two b.ink . atfected, 
should normally be considered favourably, but that if an amalgamation 
scheme ipv'olves an appreciable overlap of area without sccuniig sucli advan- 
tage^, or would n-'iult in undue predominance on the j'art of 1 he laigi r bank. 
It should be reiu-.ed. Consnleratioii should also, in our opinion, be given to 
the question of the clerical labour—usiiall\' very large—m\oU'(<l b\ .unal-. 
gamations dining tlie war, and to the undt siralnlitv of permitting an llml'^l•al 
^gRr^g^tion of deposits without fully aiKspiate capital and re-'ervis ' 

It only remains to make a suggestion as to which Govi'niment dipiitmeiit 
or departiiu'uts should be c^'ar^ed with the resj)onsibiht> of api'niviug or 
disapproving amalgamation schemes, < te , under out pioposal abov<- On 
the whole, we think that the approval both of th(5'Ireasury and of the Uoard 
of Trade should be obtained and that legislation shouUl 1 h‘ jiassed rnjuiring 
the two departments to set up a special Statutory Committee to advise 
^ them, the members <ff winch should be nominated by the de))artnieiils from 
time to time, for such period as may seem dcMrable, and sliould etnisist of 
one commercial representative and one financial representative, with power 
to ap|)OiDt an arbitrator.. hould they disagree 

Eaily in June, 1918, the Cliaiuj'lloi lA the lixclicqiu-i 
•that the Government proposed to iiitrodme h-gisl'ition as soon as 
possible fo carry out tlie recommend,Itions rontaim d m tlie Ki port 
of the Jfank Amali'amatioii Committee Me.iiiwhile, to avoid 
delay, a Committee of two had Ihcu ;,et ui) to advise the dep.ut- 
ments concerned on the di ^irafulity or ^itlierwisc of any scliemes 
for amalgamations that mat' In'proposed. On 15lh Apiil, 1919, 
the* Chancellor* mtioduced a Bill (iititled “A Jhll to make jiro- 
vision for eoiitr^ollmf' the ainalf,'am.ition of Joint Stoi k Banks 
and f(j[,puyioses connect) d therewith," the Aet to t.ike (ffect as 
from the 27th day of Vkrch, 1919. The Bfll, which was aftei waids 


withdrawn, piovided that— « * 

• • • ' 

Except with jtho previous approval of the Treasury and Jkiard of Trade, 
given on an application nia<!e for the ^ourpfise under this A<^t, .uid siibje* t to 
compliance with any <ffliditions att.i<h(d to the #tpproval. it sh.dl not Ixi 
)awfu| for any Joint Stock llink (t) to .irn.il^iin.it<‘ with .inv olhe*bcink, 
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or (6) to transfer or sell its business^or any part of its busAess to any other 
bank, or to acquire the b^^siness or any part of the business of, or any 
interest in, any other bank; and except with such,approval as aforesaid 
and subject to such compliance as aforesanl, it shall not be lawful for any 
per^iii being a director of a Joint Stock Ikiiik to Uccoine a director of any 
other Joint Stock Bank, provided that nothing hercinbeiore mentioned shall 

make it unlawful for any person to hold any directorship which he holds 

at tlie commencement of this Act ^ 

• 

TIu' following IS a list of«:imalgamation/tlfat havo taken place 

since 1st August, 1914, and np to JlOtli A^iril, 1921, the years the 

various anialgainations were annorfliced or proposed being given 

in parenthesis— ' • 

Former Ban/is Amalgamated as 

T, . c !• a, I Parr’s Bank, Ltd 

Thomas Barnanr & Company <^i914) ^ 

Manchester & Liverpool District I Manchester it Liverpool District 

Bank of .Whitehaven (1916) \ Banking Company, Ltd 

London Comity & Westmiii^teA' • 

Parr’s (1918) I London County Westminster & 

* Nottingham & Nottinghamshire (1918) \ Pan’s Bank, Ltd 

Beckett < Co (1920) . ' 

London A ’'rovincial ( I^mdon Provincial & South 

London «Kr louth Western (1917) ) Western Bank, Ltd 

Ban lay dt Company , 

United Counties (I91G) | 

London Provincial it South Western(1918 S Barclays Bank, Ltd 
(jillett & Company (1919) 1 

Tubb & Company (1920) ' 

Union Bank of Miinchester ) 

Halifax & District Permanent (1917) I Bank of Manchester, Ltd. 

East Morlcy & Bradford Deposit (1918)) 

London City cSt Midland ) London Joint City & Midland 

London Joint Stock (1918) ^ Bank, lAd 

Lloyds 

Capital S- Counties (1918) 

West \^>rkshirc (1919) 

Fox. Fowler & Co {19!^) , 

National Provincial Banlcof EnglaiRl 
Union of London & Smiths (1917J 
W. A J. Biggerstalfi (191:^) 
lhadford District (1918) 

Sheffield Banking Company (1919) 

Coutts A Co. (1919)* 

Northamptonshire Union (1920) 

Shilson!^ Coode 3c Co ^1920) 

Richards A Co (1920) 

Bank of Liverpool 

Martin’s (1918) I • • 

Palatine (1919) > Bank of Liverpool A^lartins. Ltd. 

Halifax Coiitmenial (1919) ^ 

Cocks, Oiddulph A i'o jl919) J 

* Premises acquiree* * Affiliated by purchase. 


^ Lloyds Bank, Ltd 


National Pfcvmcial •Sc ,Union 
Bank of l -ffigland. Ltd 
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; Whenever ali amalgamation has. been announced, reasons have 
usually been given at the same time, or hater at the shareholders’ 
meeting, m suppbrt of the absorption. Tluee important reasons 
have been that-'-- ’ 

(a) As trading interests in recent yeais have shown a tendency 
to enlargement, through combination, multiple shops, and dilier 
causes, it is cssentlal''.in the nation,nl interest th.it banks must 
combine their resources Iff) keep pace with sin h a movement. 

(b) The combination of a bank with large liquid resources and 
depcu.its collected in residential and agricnllnral aieas with a bank 
whose operations mainly cover ,a.,mamifactiiring ,irea is boi'md tube 
beneficial to both banks and to ciistonnrs, an. 1 tend to ini’icased 
production by the transfer of liquid lapital to those aieas in which 
there Is a strong d< mand for nuie.isi-d loans 

(f) The distnib.ini e '.11 the usual po'-war distiibulioii (,f i redit 
balances by banks' own subsi riptions ,ind custonu is' sulisi nptions 
to War Loans, and tin- I'onsidi rablj miu.isi-d cost of l.ibonr, r.iw 
materials, and inaniifactuied goods c.dhng foi gicatei lo.ins fioiii 

banks operating m trading and niamifai Inring aieas, ..ipelled 

Some of the smaller b.inks to entiit.uii lavouiahly pioiios.ds for 
amaig.iniation with large r b.inks coiiti oiling gie.dei liquid re sourias. 

In a circul.ir sent to sh.iithohhis on l.'ith Iheembii, 1918, by 
the Bradford Distriet BarJ< announcing the proposul am.algamation 
of that bank with the Natiiilftl Provine lal & Union B.iiik of England, 
the directors stated— 

‘^though the directors of this bank have for many years advoeattnl the 
maintenance of local banks, they nritgnize* tiiat tlie war has materially 
altered the economic conditions of the ^vc^rld, and they anluipatc that 
demands will fxi made foi''gn’atly#'ncnasfd b.ink ng atcomniodation now 
that hostilities have ceased and wlu.-n gentrai liaduig is resumefl Your 
directors are assured that the Ix-st trAflitions of^lhis bank for tlie liberal 
treatment of its customers will be fijDy rnaintaineil, and thry ftrl confident 
that the scheihe of amalgariKitKui V-* which tiny, li.ive provisHjti.illy .ign*ed 
and now recommend.wiil prove* to be advantageous to iKjth the shaieholders 
and thd customers tjie bank. 

Tile rcasons,giveii*to a moetinf^^ of sliareholdiis on 2Ist October, 
1919, by ttTe CliliiriiKin of t4u.‘ West Yorkshire ]):iiik for the pioposcd 
amalgamation of that bank with Jdoyds Bank were as follows— 

Before the war the l#oard Were not at all anxmus to (dfect any amalgamation, 
feeling sure that the bank was strong enough to carry on the business it was 
doing. But the war has clni^ged the position of evcryl.inng It has created 
an entirely new perspective, and entirely new v.ilue;» '1 hese conditions Ipok 
as if they were more than temporary, rfnd woulfl have to be reckoned with 



THE BANKING POSITION 


109 


• 

for a long tipe ahead. The most prominent factors are theggreat increase in 
the pneg of all raw materials and th# unparalleled rise in wages These two 
causes are the reason for a great increase in the capital required to run all 
businesses, further intensified by the shortening of ^l*e hours of labour. 
This latter factor operates m two directions: it causes an increase in the 
cost* of each business by the reduction of productioli, agd, as a direct con¬ 
sequence of this and to avoid the effect of it, every business man is endeavour¬ 
ing to increase pnxluction by putting in new machinery and extending his 
build^igs The effect of all these pauses is like a snowball—it is continually 
gathering wgight Tlie extension of businesses uys wp capital for building 
and machincry^nd ncc|ssanly mifre capital for the^nning of these extensirms 
All these demands for capital mean that t^ic call?.^n the banks for assistance 
must needs be very large, and tend to in^ease as the country settles down 
to real work, anil to develop its trade, and these circumstance# especially 
prevail in the district iii which this bank operates Your directors therefore, 
after very^aroful consideration, came to the conclusion that in the interests 
alike of sh^vrcholders and customers it wa#their duty to effect an amalgamation 
with a •Irong bank a^id so secure the advantages of its larger resources 
It IS with every cofifidcnco that wc submit th’s amalgamation to you as being 
the best course to lake under the present conditions, and the result of which 
wc feel assured no shaieholder or customer vill regret 

The following table shows the naiacs ol* the five Joint Stock 
•Banks (now known as the “ Big Five ”) which had more than 
£250,000,1 'to due to depositors on 31st Deremhcr, 1920. The 
present size 11 lu'se banks is largely difc to a senes of amalgamations 
and Ihe unprecedented, creation of bank credit during the war, 
nininlv on (lovernmoiit account. 


Name of Bank. 

Amount due by 
Bank on Deposit and 
Current Accounts, at 
31sl Dec , 1920. 

• 

London Joint City ^ Midland ikink, Ltd. 

Lloyds Bank, Ltd ...... 

Barclays ^Bank, Ltd. . . 

London County Westminster & Parr's Bari^, Ltd * . 
National Provincial ^ Union ^ank oj England, Ltd 

• 

£ 

371,341.968 

345,028.984 

327,788,370 

305,31S0,8I4 

278,335,366 


• 

Below the £250,000,000 limit the next largest haifk is the Bai*k of 
Liverpool & Martins, Ltd., which, on 31sl Dec^inbcr, 1920, had 
deposit ajid current account liabilities of £81,206,768.* 

The amalgamation movement among Ifome hanks Iras certainly 
nflt yet reached finality. One would think that a very advantageous 
amalgamation could he effected by the exisfing l!aiicaslitfc banks 
combining tli#ir lesoyrccs. SucUa comhina(joii should be mutually 
advantageous to the banks and tlipir customers. 
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In additionJio the amalgamations already enumerated, some of 
the English banks during the last few ycajs have formed affiliations 
or acquired contrulling interest in certain Irish and Scottish banks 
by purchase or exchange of shares. Intimate mutual arrangements 
have also been made with a number of foreign and colonial banks, 
and several new ovcr.'feas banks have been formed paitly or w;',iolly 
with British banking Vapital. Three luighsh banks Jiave gone so 
far as to open branche^nn flic' Continent. All these develo|)nients 
point to the international chaij'irter of British Banking in the future. 

Two of the most interesting affiliations among home banks, 
almost amounting to amalganiation, were the close alliance formed 
by an exchange of shares between Barcl.iys Bank, the Union Bank 
of Manchester, and the British Linen Bank, which was announced 
111 Novertiber, 1919, and the punhasc of the business of Coutts’s 
Bank by the National Provincial and Union Bank of England, 
announced in December, 1919. The agreements provided that 
there should be no change in the names of the respectuc banks. 
The reason why an actual .ibsi>rption was not made by Baiclays 
Bank of the Union Bank of Maiuhester .iiid the Biiti-'h Linen 
Bank was probably on account of the hostility tli.it li<is been shown 
by Lancashiicbanks’ custoiiieis in (he jsist wheiiecei amalganiation 
was proposed with London hanks, and the loss of note issue privileges 
to a Scotch bank when, absorbed by a London bank. 

'Ni 

(e) Thf. British Tr.\ue Bank or CoRRORArioN 
• ,On 22nd September, 1916, an important iiport was issued of a 
Committed appointed by the Board o# Traile to < oiisider desirable 
means of piecting the qeeds of Britisii fiims after the wai as legaids 
financial facilities for trade, particularly with lefereiice to the 
financing of large overseas contracts. S nne time previously to 
the appointment of this Coimj'ittils of whidi Lord Fatingdon was 
Chawmsm, the President of the Board of Trade had expressed a 
personal opinion ^n the House of Commons that English banking 
had no.t, bebn sufficiently adventurous in the jiast, and might 
with advantage be inore*enterpiisiiig in the future. Tliis charge 
was combated by several leackng bankers at ensuing bank annual 
meetings, llic Boaut of Trade later' appointed a Committee of 
bankers and busimss,men to considei and jepoitwm the lines 
above indicated. The report attracted considerable attention and 
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some unfavourable criticism. B,elow are given somc\'Xtracts from 
the report, showing the* main conclusions agreed upon by the 
Committee—■ * 

In view of statements made by witnesses, it is desirable that wc should 
state clearly our definitions of banking facilities m the British sense, and of 
what would call by the wider name of financial ffcilitios The former are 
properly hinjled to those which cati be provided witl^oiit a lock-up such as 
would impair flic liqu^lity of funds and deposi^ at all and short notice 
For this reason, the usiial pr.ictice of bankfrs to confine their advances 

as a rule to a currency not exceeding a few months By financial facilities we 
mean, generally speaking, those which woifld involve a longer curjency than 
this • 

A , a,o4 stufly of the evidence above referred to, and our own knowledge 
of bankmg^arrangements and facilities, icad us to the conclusion that there 
exists to*.considerable gxtent at the present time in thiscountry the machinery 
and facilities for tl^ finance alike of home trade and of large overseas contracts, 
and for carrying t'lirough much of the busines'. which has been done by foreign 
banks The British banks afford, we believe, liberal accommodatSon to the 
home pioduccr British bankers arc not shy in making advances on the 
strength of flicir customers’ known ability and ifttcgnty, and the charges 
^for arcorninodation are, wc believe, often lower than the corresponding 
cliaiges in foreign countries Similarly, the Colonml banks and Bntish-foreign 
banks and ranking houses render imijiense assistance to Bntish trade abroad ; 
and cortaii.'v in the b'ar East, and in many i^irts of South Amenca, Bntish 
banking faci.' iCs do not fall short of those of any othei nation Wc find also 
that in the case of largc*contract operations iiritish coiitiactors, with the 
assistance of financial houses, liave in the past been ready to provide large 
nmonnts of capital and to take considerable risk in conm^ction with the 
opiT.ilions which they li.ivc undertaken 

Our arrangements, however, are faulty in our not co-ordmating many o^ 
the facilities mentioned in the previous paragraph Wc recognize also that 
the Bntish rnanufaftlurer may be frequently n^want of finance of a kind 
which a British Joint Stock Bank, with liabilities as above described, could 
not prudently provide ; whereas the (lerman banks m particular seem to 
Iiave been able V^) afford special assistance at the mceplion of undertaking’s 
of the most varied description, and to have laid themselves out for stimulating 
their promotum ami for carryiri|g them through to a successful*completion. 
We com hide, therefore, that there is ample room for an institution which, 
while miUinterfering iinduly with flic ordinary business done by the British 
Joint bhx'k banks, by C^loii^al banks, ftnd by Brilish-foreign* banks and 
banking houses, would be able to as'^st British interests in a manner that 
IS not possible under existRig conditions • 

Such an institution might m many wa^-s be beneficial to tlic^development 
of Bntish industry and manufactures It tnight, in ccitain cases, after careful 
examination, agree to make advances for the extension of existing mifhufiictur- 
ing plant, or pci haps for the amalgamation or co-ordinatii5n of certain works, 
so as to reduce the cost of production It would assist <hese works to obtain 
orders abLoad, anfl give them reasonable financial facilities for execj^ing these 
orders It sliould give a*])r<‘fereiice in niattors*iff finance to irders which are 

be execiib'd in this country. 

Su(h .in iiistitulion tould also t.ike leading part in the inception of 
transactions ami assist m connection with the macltmory ^f overseas business. 
In the case ot (lerman manufacturers, it frequently happens that on the 
board of tlie mamifacjunng compa*iy there is representative of a bank, 
and Jhcro seems lillle dou^jt from an examination of the information which 
is available, that the Gi^rman batiks •liave exercised an amount ot control 
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over the manufacturing concerns in which they are interested,‘which would 
not be possible, even if it were desirable, m the United Kingdom. A large 
number of our manufacturing imdertakings' are wealthy concerns, and 
would not tolcrateifbr one moment interference by bankers in their affairs, 
and, indeed, would probably resent an inquiry into the nature of their business 
arrangements Sikh manufacturing concerns, however, do requno assistance 
when they transact business overseas 

Foreign banks ha\e, ^n most of their operations, adopted the course of 
forming syndicates to ifndertake any business of considerable magnitude 
They have headed siuh 'Syndicates and they have taken th© labouring oar 
HI connection \Mtli inves'igationN, The memborb if the syndicate have 
generally included other Kanks, and as^^ociated with them have been those 
who were particularly mtcresteil.^ in the class of business proposal to be 
done Th.'-se svndicatcs are formed after the first Miperlnial enquiry has 
satiafted the banks that there is .ijiparently a gool bu-^iiiess to lx‘ done 
Directly this point is reached, the expenditure in ((mnectioii uiU. thorough 
invc''tigation is on account of the -iViidicate If the business ultimately 
proceeded mth, the prohts or losses on the wind-i ;> of the business are 
shared pro rata after allowance to the bank for managci^’iont Some such 
procedure. should be followed here It would enable the institution to 
undertake business of a compiohensivc characb r, and its iinpnniq,tnr would 
have value when issues were made to the public 

It Is desirable that the institution, without coming under (iovernment 
control, should receive as miuh ofticial recognition a-, possible 

Having assured ourselves that the creation of an institution of the 
character referred to above uoiild not unduly intcifore \Mth existing banks, 
banking houses, or financial nst'tutions, we recommend tho foiinaliuii of 
a new bank to fill tho gap hetween the home baidts and the Colonial and 
British-foreign banks and banking houses, and (o develop facilities not 
provided by the pn-si. nt svsteni 

The bank should be calh<l the “ Dntisli Trade Hank,” and should be 
constituted under Koval Ch-irter Its features should be as follows—■ 

1 It should have a capital of /lO,000,000 The first issue should be 
from /2,500,000 to /5,000,f)00, upon which, in the first instance, only a 
small amount should bo pa: I up, l)ut which shouU! all be called up within 
a reasonable tim< fiirthci' issue ■•hoiild be made aflcivvards, if possible, 
at a premium 

2 it should not acccjit deposits .it rail or short noti(<* 

'C It sh<;ulfl only opm current accounts for parlies who are proposing 
to make use of the ovi rseas fauhtics which it would afford 

4 It sluuild have a foreign exihango i|eparfment, where s[)cci.il facilities 
might be ank)rded for draltng witU bills in foreign currency 

5 It should open a credit department for Che issue of credits to parties 

at home and abroad , 

The pith hi the report apjieaietl to be tint the Fariiigdon Com- 
inittet rime to tjjref main < oik Iinioiis, namely : (1) That it woiilrl 
not be pnidint fo( tlie present Britidi banks to make advances 
for periods ixeeidiiif; a few months, btrause tlie majoi part of 
their deposits are arrepfed pajable at (all or shoit notice; 
(2) that the German bank practice of granting credit for longer 
periods than granted by the British banks, and of taking a direct 
share in maiuifa(,tninig» undertakings, m man;' cases from their 
inception, had been of immeiist aid to Gorman industry Jnd 
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manufactures ; and (3) that, therefore, in the national interest 
it was desirable that a ne^ British bank should be formed, which 
should not accept deposits at call or short notiee,*1»ut which should 
makj advances on principles similar to those adopted by the 
German hanks in the conduct of their business. 

Cogclusion (1) raises some very important r^llections. For many 
years the British banks have prided themsolvus on the supposed 
great liquidity of thiir resoiirres. After tlsofcxpcrienco of August, 
1914, when the short loan fund soliciyied and investments became 
unsaleable, two events that had been predicted by fiiianciarexpejts, 
the questiiin arises ; ^as the so-called liquidity any practical value 
apart frpm the published balance sl'eets tending to create a feeling 
of confidence in Wic minds of depositors intelligent enough to under¬ 
stand a balance sheet ? If all bank depositors before the war had 
on the same day demanded ie])aymcnt of,their deposits m the 
* form of legal temder, only from 8 to 10 per cent, of the total amount 
*could have been so repaiel, this peiceiitage representing the total 
legal ti'nel reserves of the Joiilt Stock,Banks in hand or at the 
Bank of En, land. Obviously, the currency of advances and loans, 
whether averaging only three months, or twelve months, or tw’o 
years, would have no bearing on the legal ti'iider liquidity demanded 
on a day of supposed wholesale withdrawals by depositors. On. 
the other hand, there arc four veiy strong reasons why it is essential 
that each bank should keep a rca^onabkppfoportion of its funds in 
a liquid foim ; fust, to jirovide for the cuireiicy requirements of 
customers, wliith vary from time to time ; second, for settlcmen,t. 
of daily differences with other banks, due to cross crediting of 
custoniei s' cheques ; third, toinieet seasonal demands for credit ; 
and fourth, to meet oi'casKinal pcrioTls of financial sfrani felt by 
customers owing to delay in rcccftpt of home ami foreign remit¬ 
tances. Again, any one of the big l^ve banks has it in»its power, 
by reducing the amount of its outstanding loans»{or by keeping 
the amount stationary if the other four are expairding their out¬ 
standing amount of loans), to drain away from other btinks part of 
their casfi resources. This action arises ftfim the nec^issary settlc- 
nfbnt for differences duo to cross crediting of customers’ cheques 
and discount operations. * • • 

An im])ort»nt point ever to ^icar in mind, under modern con- 
ditioys of credit, is t!iat,.taking the banks collectively as one unit, 

8-(l723) • 
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they do not„make loans out of deposits, but create deposits by 
making loans. But individually the banks have perforce to regulate 
the amount of khoir loans according to the amount of their liquid 
resources, mainly fn order to be prepared for a drain on such 
resources due to settlement with other banks of diflerenccs arising 
from cross creditingiiof customers’ diawings. 

It is now generally recognized" that if any mdi\-,idiial bank 
experiences a continikfps dram on its legal t.fndir reserves, other' 
banks must necessarily come to its assistance ; otherwise, if it had 
to^suspend payment on account of msulhcient sujiplies of legal 
tender, and notwithstanding that it was perfectly solvent, given 
reasonable time to realize its assets, a run would be precijiitatcd 
on other banks, and a general crisis ensue. 

A point of far greater importance than so-called liquidity is the 
real character of the^advanccs. The tine function of the modern 
bank is to finance produce and raw mateiials through the \arious' 
stages of production and mainifactnre and transpoit, from the raw 
material to the ultimate consunti r. The bankir in.iy be looked 
upon as paying on behalf o( the iirodncei or maimfactnier a large 
proportion of the wages and other charges that bare neccssaiily 
to be paid before articles are finally ready for consumption and 
, sold ; and, later, hereceives reimbursement, [ilus customary interest 
charges, out of the proceeds of sales, the tradei taking all usk of 
any ultimate loss. A kanker is also justified in'making reasonable 
advances on w’orks of a productive or transport chaiacter in the 
.^course of construction, jirovided he is to be npaid soon after 
completion; and also for extension or impro\ement of existing 
plant leading to increased produ(,tive jiower, jiiovided the loans 
are not fo be of long'standihg. Advapces'of the lattei tyjic ought 
to be repaid out of the first profits dqiived from the increased 
production. But a banker’s tiuties do not include making advances 
on^ fixed capital account, liowevci well secured such advances 
might be. If is the function of jiaUners and shareholders in 
manufacturing concerns and other businesses to jirovide all 
necessary fi^ced capitah. As a general prirfciple, it is ball banking 
to finance an article not eventually entering into consumption,*or 
an unproductive entv-rprise, and theVeforc not self-licjuidating the 
relative amount of credit expended in its jiroductiun or purchase. 
Every true banker* instinctively favgurs* quickly liquidating 
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transactions. He then retains the power to vary his liquid resources 
from tiiftc to time according to cui^'cnt requirements for cash For this 
reason, bills of varying maturities provide an ex?:i^lent investment 
for Ijanks in normal times for a proportion ef tjieir resources. 

There does not appear to be any legitimate reason why British 
bankg should decline to entertain applications lor advances required 
for periods exceeding six nionUis and up to tv^ years, provided such 
advances bear a reaionable proportidn to tilt total resources of the 
banks and arc devoted to approved productive or transport purposes. 

Finance and trade arc now so interwoven that it is a truiem 
to say th^t the more the banks finance the development of trade 
and incjeasc productive power, the greater will be the ultimate 
rewards to the profession of banking itself. 

Present deposits in British banks being individually, thotigh not 
collectively,, withdrawable at call or short potice, some reserva¬ 
tion might be printed m all pass-books lo the effect that the banks 
*eserve the light of demanding at any time, if authorized by the 
Treasury, -le month’s notice* before, withdiawal from credit 
balances of .."y sums exceeding some stated amount m the form of 
legal fender, as a justifiable protection for times of crises. It 
must be made obvious to depositors that they cannot collectively 
have the whole of their deposits always awaiting them in the • 
form of legal tender, and yet be receiving ii^erest. A banker must 
make advances or investments of some character to earn the interest 
he pays to depositors. The possibility, though improbability, 
of sudden and heavy withdrawals by depositors being ever present* 
ill the minds of bankers, apfirt from the suggested reservation as 
to possibje notice before withdrawal being H'<iuired uiidiu: certain 
conditions, thercshoiildTie scored by tTie Government large ieserves 
of legal tender notes m. various‘denominations .to be supplied 
to the banks in times of crisc'^ \'hc mere knowieilgc of the 
availability of these stocks for times of crises woiild»give confidance 
not only to bankers, but to the business comnninity in general. 

In making comparisons between the German and British ^nking 
systems, it has always to be remembered tlfJt German frade and the 
GSrman banking system developed Gonsiderably later than British 
trade and the British banking system, and flie lafer devqjopment 
of the former probably accouijts for its,greater adaptability 
to madern requirements. The German system is not faultless, nor 
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is the British*^ both havo llicir icspcctivc merits for their different 
periods of development. But the German hanking syste^i, with 
its tentacles stretching into every important trade, particularly 
those of a dcvilopfncntal character, has much for conpnendntion 
from a national standpoint. To it has been largely duo the extra¬ 
ordinary developmeht of the tracle, manufactures, and business 
of Germany in recent pre-war years, , ' , 

In order to give a bafeer’s itiews of the presefit day responsibilities 
and functions of banks, them arc given the following extracts from 
anc address delivered before the Institute,of Bankers, on 8lh 
November, 1916, by a late President, Mr. Pownall— < 

At the present time the principles upon whicl^ the Briti‘=;h System of 
banking is based, and the management of the great Itngiish banks, are alike 
criticized by some persons in authority and by others, because the banks 
do not indulge in what lias bt'cii called " adventurous " banking Tli.it is 
to say, they do not become merchant adventurers, promoter.s, *t ontractors. 
participators in financial, commercial, industrial, or other development' 
undertakings , 

In England, bankers are not traders , and it is not part of their business 
to become partners in any tiading enterprises, either home or foreign In 
Germany, the financier is the^m?vstcr of the commercial and the trading woild. 
He endeavours to group certain industnes into si^iglc great combines, and he 
provides for the permanence of his mastery by the right of representation on the 
board of the combine. One result is the gradual ousting of small enterprises 
The English banker is not a trader he is a temporary lender (ft credit. 

, On the other hand, the so-called German banks (for instance, the Deutsche 
Bank) are to a great extent controllers and shareholders m industrial con¬ 
cerns, and their solidity depends on the continuefl prospcnly of the special 
industries with which they arc identified * 

Development companies •skilfully h.indled may introduce much new 
and good business m I-ingland, an<l if (like the (ieiman li.ank^) they once 
^ get a deserved reputation for tlu^ soundness of the vcntiiles they introduce, 
fthey may with fair readiness place the shares of the (ompanies they imliale 
on the Krtghsh market * 

If we arc to form a company or compcyiies to introduces new foreign business, 
the company must be aGlo, hke^the (KTinan bayks, to find investors to take 
the shares of the concerns it recoimn(*nds # i-'or everyone's sake, we ought 
to recogmze the distinction between the lianke^ and the merchant. English 
internal banking \Vorks on exceec^ngly fine lines, and for it to finance business 
by means fif 6, 12, 18, 24, or cj/en .16 months’ bills on firms or companies 
ou^ul%,the luns^liction is not within its scope. 

Our banking ^ a vast system of credit resting on a liability to repay in 
legal tender. Thc^cardinal fact is that repayment is due on demand or at 
very short aotice 

Advdi».turoys banking, and by that, I understand, the invcsVncnt cither 
at home or abroad for mlrly long periods or for permanent purposes of 
money which is liable to be repaid at call or at short notice, is not banlang. 

The fpregomg views are, as already stated, the views of a practical 
English banker. Buf whatcvei .may have been tftc character of 
British hanking in the past, thv quest ion do be answered is “ Are 
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there any real reasons why British banks should rftt henceforth 
be parfly connected with manufacturing interests ? ” Banks are 
dependent on the activity of trade for their proftts, and trade is 
largely degendent on banks for credit. What k mere natural than 
that there should be some amalgamation of mutual interests ? 
But ^ additional credit facilities are to be ^irovided, it behoves 
British tiadciis and maiinfactjirers to wake up to the needs of their 
fi'reigii customers, a^id generally to‘be nRsi e enterprising and to 
give greater attention to inipiovenie*its and developments. 

Ill any ease the fae^ that the pieseiit Biitisli and Geinian banking 
systems differ m the e.xtent and kind of their operations is no 
reason why a system of companies should not henceforth be forme'd 
111 England with the c.xpress object of supporting and extending 
the tiade and manufactures of Great Britain and the Dominions. 
Institutions, capable of examining new piojc*cts and of extending 
credit where needed would prove v.iluable from a national stand¬ 
point. Very giaeliially the existing British banks may. in the 
course of .’me, embrace some of the iww fiinetions in the same 
way as Ihc^ have in Recent yeais opened savings bank, foreign 
exchange, and tiustec and excentorship departments. 

The report of the Faringdon Committee aiipeaied, as already 
stated, on Fiiday, 22nd September, 1916 Eight months later,* 
namely, on Tuesday, 15th May, 1917, .■yul arising out of the 
recommendations contained in the leport, theie was published as 
a White Paper the full text of a Royal Charter granted to a new 
institution to be formed and called the British Trade Corporatior^* 
and also of the Deed of SiTttlement. The mam purpose of the 
Coiporatjoii was declared to he “to afford, advice and^ financial 
assistance to Biitish comimrcial and indiistiial undertakings, and 
generally to further the* development of British .trade, industry, 
and commerce.” It will, be oWservpd that the new •institution 
does not use the word “bank” m its title. This omissifm •was 
intentional, in order that its spheie of activities might not be 
confounded with the ordinary operations of the purely,British 
banks. The new institution is, in fact, fntended to Ire an cvolu- 
ti’inary offshoot of the presemt banking system, a number of the 
larger banks, according to a statement maitci by The President of 
the Board of'Tiade^on 17th May, 1917, ha*'ing subscribed to its 
capital. By the terms‘of the Cljaitcr, the Corporation has full 
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powers to cafry on business both as bankers and as traders on their 
own account. The authorized capital is £10,000,000, in shares of 
£10 each ; and the Corporation might commence business as soon 
as capital to the amount of £1,000,000 had been subscribed- and 
£250,000 paid up. It is very obvious that, as the operations of 
the Corporation extchd, there will Ijave to be considerable enlarge¬ 
ment of capital: £10,000,000 will nof go far jn foicign*operations 
and contracts. Full p6weis'aie conferred upon the Corporation 
ir. the matter of undennitin^; and in taking part in the promotion 
of i.ew undeitakings. Provision is made in tire Deed of Settlement 
for the diiectors and manageis of the Coiporatioii receiving a 
substantial share of the profits, after sharehplders have •received 
certain fixed percentages. This profit-sharing pf'ovision and the 
general trading powers conferred on the Corporation occasioned 
considerable criticism-at the time of the publication of the Charter 
and the Deed of Settlement, and a hostile discussion was raised in 
the House of Commons on Thursday, 17th May, 1917. Seiioiis 
objection, too, was takeif. tp the fact that the Chaiiinan of the 
Committee became Chairman of the Coipc.'ration which the Com¬ 
mittee iccommeiidcd ; while some of his colleagues on the Com¬ 
mittee became his colleagues on the Coipoiation, thus c.xclianging 
an honorary for a paid appointment. This was considered to 
create a very undesirals'e precedent. So far as the geni'ral trading 
powers are concerned, it r- obvious that the new Corporation must 
have some such powers if it is to take a share-interest in dcvelop- 
'■mental enterprises it is supporting, and in which some kind of 
proprietary interest must at times be advisable. Lack of some 
control (,\r representation iij the manageinent of developmental 
woik would assuredly make the Coiporalion unwilling to make 
advances for long periods during the eortstruetivc stage. 

In an eftdeavour to meet the fioslile criticism, the Government 
issued,' on Wecyiesday, 13th June, 1917, a White Paper containing 
the following statements—■ 

Form or'DECLARATictn in Regard to the Pharter wiiicii the 
British Trade Corporation is Prkpakkd to Give Under its Seal i 

The Bntish Tr^de C(\'poration hereby declares that it has sought and 
accepted t:he Charter on the footing tluit according to the true intent and 
meaning of the Cliartcr fdic following .^e provisions thercof/'namely— 

That the fundamental fibject for which the Charter has been granted 
IS the jgiving of financial assistance' to Bntish traders and manufacturers. 
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especially in connection with overseas trade, and that th« Corporation is 
under ai> obligation to give full effcot to such object, and will be accessible 
to the business public for «thc purpose of consultation and otherwise: 
that the Corporation is not intended to be, nor will il ©perate, as a com¬ 
peting contractor, merchant, or trader, and that its enterprises shall be 
directed to«thc furtherance of its aforesaid fundamAital^object: that the 
powers and pnvilcges given to the Corporation by the Charter arc intended 
to bo and are the machinery by which the Corpomtion will effectuate its 
said i^n<laincnlal object, and will exercised for The purpose, as a means 
of, and witl> a^vicw to the canning out or furtherance of the same, or so 
’ as to enable the Corplralion to*deal ivith situ^^^^ons arising by reason or 
111 consequence of such carrying out or furtherance, and that nothing in 
the Charier has the effect of conferring ary exclusive privilege on the Cor¬ 
poration ns regards access to Goveinnient information or of placing it in 
any prefen'iitial positi#ii as regards the representation of British tfade 
or finance;,* or of conferring upon it the right of acting as Agent of the 
tioveruinenl except ujioii appointment "in each case, or of excluding the 
(lovernnfbnt from sclc'iting other agents in cases iii which they see reason 
for so doing. • 


Copy of,Extract from Mmnles Passed at Board of the Corporation on 
• the Wi June, 1917. • 

^Resolved— 

That Clause 135 of the Deed of Settlement shall not be acted upon until 
it shall firs 'lavc been confirmed by*a majority of the votes of shareholders 
m Geneial 'eting, convened subsequently *10 the fust issue of Capital 
to the publu, , 

{Clause 135 provides for the directors and managers of the Corporation 
receiving a substantial sliare of (he pioftts, after shaiclioldeis have received 
certain fixed percentages ) 


llu' olikial auuounceincnt of a very defiytc interpretation of the 
limitations of the Charter helped to meet the intentions of the 
pioinoters of the Corporation and at the same time to remove the 
fcais of traders and manufacturers as to competition from th^ 
Corporation. As at first drafted, the scheme conveyed in many 
quarti'is the unfortunate impi^^ssion of havpig been framed more 
with the view to traSin^ as a principal function than to the 
financing of existing ent*?rpnses atid furthering d(ivelopment work, 
the mam objects of the recftmn^pndations of the* Faringdon 
Committee. • • * 

On Wednesday, 27th June, 1917, there appealed the prospectus 
of the British Trade Corporation. The capital was litat^d to be 
£10,000,000, divided into 1,000,000 sliai\^ of £10 each, of which 
1^0,000 had already been subsiribed and allotted at par previous 
to the issue of the prospectus. Subscriptions wefe invited for the 
issue of 150,000 further shares ^f £10 eacli^at par, ranking in all 
resp4;cts pari passu withdhc 100,0^^0 shares already privately issued. 
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The prospectus contained the following announcement as to the 
business intentions of the Corporation—^ * 

• * 

THE BRITISH TRADE CORRORATION has been incorporated by 
Royal Charter with $ view to carrying out the recommendations af the 
Departmental Committee of the Board of Trade appointed “ to consider 
the best means of meeting the needs of British firms after the War as 
regards financial facilities for trade ” « 

The Corporation \vill specially devote its energies to the .development 
of the trade of the BrXish Empite in cA'ery partj of the*'world. It will* 
provide financial facilities/lhc currency of which may extend over a longer 
period than is covered by the u^ual ailvancos math* by bankers, and it will 
be \-repa&''d to assist in opening up new channels for enterpnse where it is 
demonstrated that financial aid can be alhmled without undue commercial 
risks ,, 

Hpon the conclusion of the war it* is believed that there will be <iii extension 
of the spirit of lintish enterprise which will only ijC«iime fiiianci#.! help to 
enable it to accornjilish good work for the Empiie t 

The Departmental Committee above referred to gave special consideration 
to foreign business methods and arrived at the conclusion that much of the 
success achieved w.is due to chjsc co-oidinatiun of intoiests 'riic Corjioration 
will further such co-ordination in the case of Hntish commercial and 
industnal undertakings, as well as afford linancial assistance for the enlarge¬ 
ment of works and the extension of plant with a view to effecting economics 
in the cost of production . 

There exists to-day no la#*go^ Biitish finami.d institution possessing an 
industrial department or an organization for study and research into new 
ideas or inventions, which is specially e<]iiipped *to examine and nurse new 
schemes or developments until sullicu'iitly pioved ami rii)e for public invest¬ 
ment The Corporation will make this a sj)C(ial fc.iture of its business, 
and will aim at becoming a link between Bntish industry <iud the British 
' investor It will t.ike a lead in the formation of syndic.ites to <leal with 
business of promise and importance, and it will a‘'Sociate with itself other 
banking and financial inst?< utioiis which care to pailicipate m its ojieiations. 

Reviewing all the evidence, it must be admitted that a gap 
"fxists in the British financial organization for providing capital 
for commercial developments. Thoufjii it may be a safer specializa¬ 
tion for a separati' (i^ganization to-undertake such financing than 
for the banks, yet there ap})ears to l>e no valid reason why the 
leading Bntish banks should nof gradually extend their opeiations 
to embra(?o some of the modei'n develoiimeiits of the German 
bai-^ciilg systeiA. It will be a matter for regret if banking con- 
seivatism in tbis^countiy, and the jnisent lack of special organiza¬ 
tion, sJiouM eventually force the formation of a senes of special 
trade banks* The maifv matteis for bank arc the pur¬ 

poses for which advances are to be devoted, rather than the currency 
of the ^oans, sMb}ecf to the priwiso that advances for periods 
exceeding three or fojir months, /md up to, say, t\^o years, shall 
bear a reasonable proportion to; the total*resources of the leading 
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bank. It is now a recognized fact that the so-call<^ liquidity of 
bank r&ourccs (other tha<i legaf tender in hand^ must, under the 
modern System of credit, inevitably disappear in^imes of general 
crisis, jusl^whcn real liquidity is most needed.* • 

What has been said above and in the foregoing pages is not to 
be c(*istrued as suggesting that the British Banks should embark 
„ upon what is usually tcrmctl “ adventurouj tanking.” All that 
the remarks arc intended to imply iS that* the e.xtcndcd maturity 
of a loan, say loans that will be liquukitcd within a period of from 
si.x months to two yqprs, should not of itself prevent an application 
for such ft loan being accepted, if the loan is to be devoted to 
aiiproviftl productive jmrposes, and the aggregate of such loans 
outstanding at ;»iiy time bears a reasonable proportion to a bank’s 
total resources. The basic principle of sound banking is that 
loans should lead to increased production and therefore to increase 
in the continuous flow of commodities, the consumption of which 
automatically liquidates the credit used in their production and 
transport lo the consumer. Temporary Ipans that lead to improve¬ 
ment m transport facilities should also have due consideration as 
coming within the domain of banking. As has been previously 
pointed out, taking the banks collectively as one unit, loans simply 
involve pen and ink entries. The limit to the creation of such • 
entries is the amount of legal tender in ha^id and the capacity of 
the banks to obtain further supplies to meet increased demands for 
legal tender that may arise from the additional purchasing power 
resulting from increase in the aggregate amount of outstanding loans** 
and also to meet reasonable aCnormal demands. No banking system 
in the wofld can be expected to ftiect a collectible demand f jr instant 
repayment of deposits in legal tender without Government action. 

A loan made to a householder fo*r household purposes, or against 
property, even for three montfis, vs not a legitimafli banking 
transaction. It does not lead to increased production or*m»ve- 
ment of commodities. The banks have gicat poncr in their hands 
for good or evil from a national standpoint. * , 

Probably the best solution to meet Bhlish banking traditions 
aifd instincts, and at the same time do permit of loans for longer 
periods than hitherto customary being made in the futuve, is for 
the banks to littract a larger anwmnt of fi.x(*l deposits, subject to 
six os twelve months’ netice, by offering higher rates of interest. 
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The British Trade Corporation and kindred companies formed 
in the future with similar objects will be crippled in their operations 
by the fact tliat'ihe credit they create will pass by disbursement to 
the Joint Stock Bai.ks, who arc the generally accepted .custodians 
and manufacturers of purchasing power. If the Joint Stock Banks, 
however, create the credit, collectively, after disbursement; they 
retain the greater part of it. 

Since the establishmciit of the British Trade Coiporation, reports 
of the business conducted during three complete years have been 
issi.cd. In the first report, for the year eiided 31st December, 
1918, the directors stated that, owing to the war, the ojmmercial 
conchtions existing during the greater part of the year had rant been 
favourable to the development of the Corporation’s activities in 
connection with the finance of overseas trade. In the report for 
the year ended 31st. December, 1919, the directors stated that 
during the past year the expoit trade of the country had revived, 
and the Corporation had rendered substantial assistance in the 
finance thereof. The nct,])rofits for the year were £88,340, which 
compared with £71,589 for the previous year. The report for the 
year ended 31st December, 1920, showed £119,309 net profits for 
the year, and stated that in consequence of the disturbed state of 
Transcaucasia the branch at Batoum had been temporarily closed. 
The latest balance shee^t and report of the Corporation indicates 
that acceptance business, the opening of branches in foreign 
countries, and the acquirement of shares in foreign banks is going 
to constitute a large part of the Corporation’s activities. 


BALANCE SHEET. DECEMBER 31st. 1920 


c Liabilities'' Amovnt 

L 

Ordinary Shares . . 2,000,OOG 

Current, Deposit' and 

other Actounts . . 2,478,301 

Acceptcnces. 2,180,745 

Profit and Loss* . . . 141,901 


. . £6,801,007 


Assets ■ A mount 


’ I 

Cash .. 254,441 

Money at Call and Notice 700,000 

British Treasury Bills . 250,000 

Investments .... 799,265 

Bills Discounted, Etc. . 1,977,445 

Liability of Customers for 
Acceptances . . . 2,180,745 

Capital iiuSubsidiary Co 'r 307,380 

Furniture. 4,566 

Ihemises. 64,045 

National Bank of Turkey 243,120 

Stamp Duty on umssued 
Capital . . . « . . 20,000 


Totaf .... £6,g01.007 


Total . 
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The Corporation has opened ^branches at Batoufn, Belgrade, 
and Danzig, and the National Bank of Turk^, in which the 
Corporation has acquired 96,810 shares of £10 eacfi (£2 10s. paid), 
lias opened a branch at Smyrna. During 19f9 the Corporation, 
in conjunction with other banks, formed the Syuth Russia Banking 
AgeniSy, Limited, of whose capital it holds £l6,000 
, It IS too early to s^tatc whsther the utility- of the British Trade 
Coipomtion will come up to the intentions of its promoters. 

(f) London Bankers’ Clearings • , 


In the MIowing table there is shown the amounts of the Town 
dealings the Mctrojiohtan Clearing, and the Country Cheque 
(,'leaiing for each year since 1910, from which it will be observed 


there has been considerable expansion in the figures since 1917. 


, Yo.ar 


1910 

1911 
19l'2 
I9i;i 
1914 
191.S 

1916 

1917 

1918 

1919 

1920 


Metropolitan Country Cheque] 
Clearing 1 Clearing 

L \ £ 


Total 

Clearing 

i 


'I'owii 

Clearing 

_ L 

1'^,'-: ‘7.679,000 
12.h./6.071,000 
13,813,447.000 
1 1.191.275,000 
12.434.322,000 
10,911.090.000 
12,328,568.000 
15,699.528000 
17,031.628000 
23,214,685.000 
32,852.933.000 


770.872.000 

796,386,000 

841,264,000 

855,648,000 

860,262.000 

929.064,000 

1,074.027,000 

1,177.478,000 

1,429.611,000 

1,813,929.000 

2,093.750.000 


•1,1^0.312.000 

1,221.420.000 

1,307.062.000 

1,389,481,000 

1.370.461.000 

1,567,571,000 

1,872,451,000 

2.244,^90.000 

2.736.273.000 

3.386.768.000 

4.072.220.000 


14.658,863,000 

14,613,877,000 

15,961.773,000 

16.436.404.000 

14.665,048.000 

13,407,725,000 

15.275.046.000 

19,121,196,000 

21,197,512.000 

28.415,382,000 

39.018.903,000 


The reduction in the total clearing for the years 1914-1916 is 
to be accounted for b )4 restricted Stock It^change business and 
part cessation of cu;.tomary foreig^i trade, due to war conditions. 
The great increases shown m th^ vatious clearings since 1917 is, 
in the main, due to tlie great rise m cdmmodity pric^es and, 15 part, 
to the issues of various war loans, and issue and renewal of Treasury 
Bills. The great flood of new industrial issues during the latter 
part of 1949 and early months of 1920 also^ljad an influence tm the 
totals of bank clearings for these two years. 




CHAPTER VI 

GOVERNMENT BORROWINGS 

A REVIEW OF THE DIFFERENT FORMS OF GOVERNMEFfT 
BORROWINGS SINCE THE COMMHN'CEMENT OF iIlE WAR 

The (ilffeient foims of boFvowing by the Government since the 
tiimmencement of the wai are reviewed at length in the following 
pages, fhey are consideied undiT the following elasYirications : 
War Loans, War Saeangs Certificates, Treasury Bills, Wap Expen¬ 
diture Certificates, Exchequer Bonds, National War Bonds, and 
Birrowing Abroad. I'loiu this revii w it will he obseived that the 
most maiked feature,of British Wai Finance during t)ie cour.se of 
the war was a variety of forms of bmrowing coupled with repeated 
extensions of bank ciedit when Exchi quer receipts from taxation 
and loans from the pubhc weie insullkicnt to meet Government 
expenditure. The economic evils mi ident^ to undue extensions of 
bank credit aie fully discussed iii other chapters. 

The First War Lo,\n 

The fust Wai f.oan, which bears 35 per cent, mteiest, was issued 
on 17th November, 1914, for the fixed amount of £350,000,000, at 
£95 per cent., payable by instalments up to 26th Apiil, 1915, or, 
an full, under discount at the rate of 3 per cent, per annum. It 
yields over 4 per cent, per annum to a subscriber holding until the 
date of i-cdcmption, 1st March, 1928. The Government,, however, 
reserved the right to redeem the loan after 1st March, 1925, on 
giving three months’ notice. The tolal Exchequer receipts from 
the loan \Verc £331,798,408, inclusive of,bank subsriiptioiis, which 
amouftted to Aver onc-quartei of the total amount. Part of the 
success of the lyan was due to an undertaking by the Bank of 
England that for a period of three years it would advance ou the 
loan to the holder at Any time, without margin, the full value 
expressed by the issue price at 1 per cent, under Bank Rate varyiftg. 

It miiy here lie noted that throughmit the war the banks passed 
their " subscriptions ” of grants ef credit to the Government, and 
subscriptions of customers from credit balances, by instalments 
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through the Public Accounts ^at the Bank of Etiglancl, their 
own balances at the Bauk*of England being debited and the Public 
Accounts credited, the transactions being rcvcrsAl after Govern¬ 
ment disliirscments and the return of paynA'nt‘warrants (after- 
being credited to customers of Joint Stock Banks lo whom the 
Gove-fiiment was indebted foj goods or services). This round- 
, about prodess of successivettransfers, at tunds, involved heavy 
displacements of credit. * 

The following are extracts from‘the Prospectus issued in 
connection with the. fust War Loan— 

WAR l6AN, 

1925-1928. 

ISSUE OF ^ 350 , 000,000 

(Of whicii /;i0(),0()0,000 has already been placed in the terms of 
this Prc^pccltp}, 

IN STOCK OR BONDS, 

bearing Tnterest at 3 V per cent, per annum, payable half-yearly on 
1 st March and ist Sepfbmber. 


Price of Issue fixed by H.M. Treasury at ^95 per cent. 


Dividends representing Interest accrued after the 7lh December, 1914,^ 
on the various Instalments as they severally fall due will be paid as follows— 
On the 1st March, 1915, 4s fid per cent • 

On the 1st SoptenTbei, 1915, £1 lOs lid per tent 

Applications, which must be accompanied by a deposit of £2 per cent, 
will be received at the Bank of England, Thrcadnccdle Street, T.ondon, E C , 
and may be forwarded eithei direct or through the medium of any Danker^ 
01 Stockljroker in the United Kingdom Applications must be for evefl 
hundreds of pounds * 

Furthei .payments will be rcquircfl as follows— ^ 
per cent on Monday* th® 7th Deceniber, 1914 
;^10 per cent on Monday the 21st liecember, 1914 
;^10 per cent, on Thursday, the 7th January, 1915 
£10 per cent, on Thursday the 21A January, 1915 
£10 per cent, on Thursday* the 4th February, 1915. 

£10 per cent, on Monday, the 22nd February, 1915. 

£10 per cent, on Thursday, the 11th March, 1915. 

£10 per cent on Thursday, the 25th March, 1915. 

£10 percent, on Monday, the 12th Apnl, 1915 
£10 per cent, on Monday, the 26th Apnl, 19ft. 


The Governor and Company )5f the Bank of Eagland^are authorized to 
receive applications for this Loan, which will take the form either o{»Inscnbed 
Stock, or Bond? to Bearer, at the option of the ^bscribers 
If not previously rcde«mc^ the Loan will be repaia at par on the 1st March, 
1928, •but His Majesty’s Crt)vernmentsreserve to themselves the r^ht to 
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redeem the Loa..i at par at any time on or after the 1st March. 1925, on giving 
not less than three calendar months' notice in the London Gazelle. 

The instalments may be paid in full on or after the 7th December, 1914, 
under discount at the rate of 3 per cent per annum. 

Scrip Certificates to Bearer, with Coupon attached for the dividend payable 
on the 1st March, 1915, will be issued in exchange for the provisional receipts. 
As soon as these Scrip Certificates to Bearer have been paid in full they can 
be inscribed (i o. can he converted into Stock) ; or they can be exchanged 
for Bonds to Bearer (as soon as these c^an be prepared) in denoiniiiat.ons of 
;(100, j!)200, ;t500, and /^l,000 insenbed ^tock will be transferable iii any 
sums which are multiples pf a pejiny " 

The List of Applications will be Closed on or before Tuesday, the 24th 
November, 1914. v 

Bank of England, London, 17(A November, 1914. 

If the loan had been a 4 per cent, one, issued at par, public 
subscriptions would undoubtedly have been givcater than they 
were. The terms of issue—3| per cent., issue price £ 95 —were a 
miscalculation. The- loan at its issue price only yields about 
£3 13s. 9d. per cent., although it will eventually cost the Govern¬ 
ment fully £4 per cent., when the cash bonus of £5 at redemption 
is taken into consideration. To meet the increased cost of living 
under war conditions, investors naturally prefer a loan yielding an 
immediate 4 per cent, to one eventually yielding 4 per cent., but a 
lower rate for the present. It is a well-proved fact that market 
prices of stocks do not reflect the promise of future cash bonuses 
until a few years before date of redemption. 

The Second War Loan 

“• Tlie second War Loan, which bears 4i per cent, interest, was 
issued oh 21st June, 1915, nominally at par ; but, owing to the 
acceleration of the first payment of interest, really at £98 16s, per 
cent. The date of redemption of the loan, at par, is 1st Decembei, 
1945 ; but the Government Wisely reserved the right to redeem 
the loan ht any time on, or after, 1st December, 1925, on giving 
thfee'^calenda/' months’ notice. As in the case of the first loan, 
subscriptions wfre made payable by instalments, but might be 
paid ,in full on or after 20th July, 1915, under discount at the 
rate of 4i per cent, pel annum. Concurrently with the issue of 
the prospectus, and whilst' the application list remained open, 
widespread appeals to patriotism were made by extensive Press 
support and advertfsements. Many of the advertisements were 
powerful direct appeals to wpmen to sabscribe to the loap, and 
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thus help their fighting countrymen. The popularizing of the 
loan thftiugh the Press Wtis a wise policy. The total Exchequer 
receipts fi'om the loan were £592,479,544, inclusive of bank sub¬ 
scriptions, ^which amounted to nearly a thiid cl the total amount. 
No fixed amount to the loan was stated by the prospectus. 

Th^ leading features of the prospectus issuffd in connection with 
the loan ase shown below—, * 

£4 lOS. % WAR LOAN, 

1925-1945. 

ISSUE OF STOCK'OR BONDS 

Bearifig Interest at«|i per cent, per annum, payable half-yearly on 
•the 1 st June and the ist December. 

Price* of Issue fixed by H.M. Treasury at £\oo per cent. 


A Full Half-year's Dividend will be p.iid on the Ist December, 1915. 


Apphcatioi . which must be accompame^l a deposit of £S per cent, 
will be received ,it the Hank of England. Threadneeille blrcct, London, E C., 
and may be forwardetl eitlfer direct or through the medium of .my banker 
or stockbroker in the United Kingdom Applications must be for even 
hundreds of pounds 

E'urther payments will be required as follows— 

;^10 per cent on Tuesday, the 20th July. 

,(15 per cent on 'Suesday, the 3rd August 

£15 per cent on Tuesday, the 17th August 

£15 per cent, on Tuesday, the 31st August 

£\0 per cent, oo Tuesday, the 14th September 

,f;i0 pel cent, on Tuesday, the 28th September 

£10 per cent on Tuesday, thc*12th October 

£10 per cent on Tuesday, the 'iOth October 

, - ^ • 

The Governor and Company •of Ihc Hank of England aro authonzed to 
receive applications for this Loan, which %ill take the form cither of Inscribed 
Stock, or Bonds to Bearer, ad the option cd the Subscribers 

If not previously redeemed^ the Lo^n wwl be repaid at par the 1st 
December, 1945, but His Majesty's Government rescive t© thcmselves»the 
right to redeem the Loan at par at any time on, or after, tlii* 1st December, 
1925, on giving three calendar months' notice in the London Gazette. 

The instalments may be paid in full on or after the 20th July* 1915, under 
discount at«the rate of per cent, per annum. ^ • 

Scrip Certificates to Bearer, with Coupon ^attached for the dividend 
pajiable on the Ist December, 1915, will be issued in exchange for the pro¬ 
visional receipts As soon as these Scrip Certificates h.ave been paid in full 
they can be inscribed (i e. can be converted into Stock) ; * or, they can be 
exchanged for B^nds to Bearer (as soon as these can be prepared) in denom¬ 
inations of ;^100, £200. ;^00. £1,000, JS.OOO, and £fD.000 Inscribed Stock 
will be*transferable m any sifms which fre multiples of a penny. 

• 

k 
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In the evenCt of future issues (other than issues made abroad or issues of 
Exchequer Bonds, Treasury Bills, od similar short-dated Securities) being 
made by His Majesty’s Government for the purpose of carrying on the war. 
Stock and Bonds«ot this issue will be accepted at par, plus accrvod interest, 
as the equivalent of cash for the purpose of subscriptions to such issues. 


CONVERSION OF 

£3 l(k. per Cent War Loan, 1925-1928 { £2 158. per Coot. Annuities (■, 

£2 10s. per Cent Cozuojs I > i2 lOs. pet Cent. Annuities 

Holders of 10s per c-^nt War Loan, 1925-1945, will have the additional 
right, in respect of each ;^100 Stock (or Ilonds) held by them, and fully paid 
in cash, to exercise one or othc of the four following options of conversion, 
p^pvided application for conversion is made not later than the 30th 
October, 1915 

Option 1. Convers\on of fji lOi per Cent IVar Loan, 19'’5-1928.—To 
exchange Stock (or Bonds) of /3 10s per Cent. War Loan, 1925-28, to an 
amount not exceeding ;^100 nominal, for fully-paid S^ock (or Bonds’) of £4 10s. 
per Cent. War Loan, 1925-1915, at the rate of £100 of tht former, with a cash 
payment of £5 per cent thereon, for £100 of the latter 
Option 2 Conversion of £2 IO 5 per Cent Consols — To exchange Slock 
(or Stock Certificates) o' £2 10s per Cent. Consols, to an amount not exceeding 
£75 nominal, for fully-paid Stock (or Bonds) of £4 10s per Cent War Loan 
1925-1945, at the rate of £75 of the former for £50 of the latter 
Option 3. Conversion of £2 15s per Cent /Inuinhf’s—To exchange Stock 
(or Stock Certificates) of £2 15s j>cr Cent Annuities, to an amount not exceed¬ 
ing £67 nominal, for fully-paid Stock (or Bonds) of £4 10s perC'ciit War Loan, 
1925-1945, at the rate of £67 of the former for (50 of the latter 
Option 4 Conversion of £2 10s. per Cent Annuities —To exchange Stock 
(or Stock Certificates) of £2 10s per Cent Annuities, to an amount not exceed¬ 
ing £78 nominal, for fully-paid Stock (or Bonds) (d £4 10s per Cent. War 
Loan, 1925-194v5, at the rate of £78 of the former for £50 of the latter 
The List of Applications will be closed on or before Saturday, the lOlh 
July, 1915 

Bank of England, London, 21sf June, 1915. 


Subscribers to the loan ob\ lously obtained many'special pi ivilcgos. 
The definite promise that m the event of future issiu's (other than 
issues made abroad or issues of Exchequer Bonds, Tieasury Bills, 
or similar short-dated securities) bei»g made by the Government, 
for the purpose of carrying on the waf, stock and bonds of the 
4i per cent, loan would be accepted at par, plus accrued interest, 
asttlVe cquivsflent of cash for the purpose of subscriptions to such 
issues was a v,ery equitable provision, for it was only fair that 
subscribers to early War Loans should receive the same rate of 
interest as subscribers*tt) later War Loans. Without suen a promise, 
many investors would wait, before subscribing until such time as, 
in th^ir opinion, t*he interest on Government War Loans had 
reached the highest,-rate likely tp be offered. For tae next eighteen 
months, however, the provision proved td be of little yalue to 
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subscribers, for during this period the Chancellor of Aie Exchequer 
managed to borrow all hc*needed by the issue of,Bonds, Bills, and 
Certificates. The conversion options obtained by subscribers to 
the loan \<eie availed of to a considerable exte*lit. • The Chancellor 
of the Exchequer stated on 17th November, 1915, that the amount 
of ;ij*i.cr Cent. I , 0,111 convert ed,into the 4J per’Cent. Loan had been 
,,I35,00(),t)()0 out of the outstninling amount £350,000,000. Many 
people, howiver, prefeired to continue to* hold the 3| per cent. 
W,ir I,o.in on account of its shoit-ddAid nmtnnty and tlje special 
hollowing piivilcges»itt,rcbe<l (o it. • 

The soe^ind option, namely. “ to .I'.v haiige stork (or stock cer¬ 
tificates^ of 2.1 per c,ent. Consols to an amount not exceeding £75 
nominal, lor fiill^' paid stoi k (oi bonds) of 41 per Cent. War Loan 
(1925 1945), at the late of £75 of the former for £51) of the latter,” 
was undoubtediv m favour ot the Government m the long run, 
^At a jitire of 663 , Consols yi< Id 31 pel cent , and as they arc only 
i(di'em,ibl(' at p,ii at the option of the Government from 1923, 
thiy obvioio'v, if bou.ght at Gtir, reprpsifit an investment yielding 
3( pel cent and eontiiiumg piartKally for all time without any 
fe.ai of ( onveision to lowel 1 .ites. Holders of Consols who Converted 
into the 41 pet Cent Loan will only he assured of 41 per cent, until 
1925 At the lime ol wilting, inleiest lates aie high, but judging* 
horn the expeiien^e of the past, a time wiM <issiiiedly come again 
when the inteiest Kite on Govtriiment Stoeks will be less than 
3} p' l 1 eiit Till' Cliaiicellor of the Exchequer stated on 1.5th May, 
1916, that the amount of Consols converted into 4i per Cent. Wa*** 
Loan had been £255,200,f)()0, leaving £280,500,OOCf Consols 
uulslauduig on 31st March, 1916 ^ , 

Provision w.as made in cotineetion with the 41 per Cent. War Loan 
for snbseriptums of smns*less than £100 in iniiltiples of £5 through 
file Post Olfii e 'I'heie weie al’so i^iMied seiiii vouchers for 5s., 
IO 3 , anil £1, to eneonrage llie siiiiill investor, buf^the ag^^ate 
of these veiy sm.dl subscript ions was not large. The Chancellor 
ol the Ejjj'heqiier stated 011 20th January, 1916, that the number 
of small vouchers sold had been ; 5s., 1^^01,000 ; 10s., 421,000 ; 
£1* 827,000-and flieii total, value, •£1,413,^00. The number of 
£5 snip eeltificates sold was 798,220, and their ■\lalue£3;991,100. 
Other subscriptions through the l>ost Officeaiwounted to £30,642,000 
and through the Trustee’Savings Banks to £3,840,000. 

k • 

^ 9-(17'2a) 
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In the Hotsc of Commons on 22ud November, 1915, the Chan¬ 
cellor of the Exchequer expressed disappointment at the smallness 
of the amount'^collected by scrip vouchers and scrip certificates 
of small denominations, particularly so in view of the large amount 
being paid in weekly wages. But those who have had any experi¬ 
ence of the collcctio'n of small deposits from the public knew the 
scheme would be U failure. The W(i iking classes may be divided, 
into two broad divisions : ‘ those who have not savings bank 
accounts, and those who h;fve savings bank accounts. Unless the 
wc.rking man in icceijil of a greater income during the war was a 
saver before the war, there was little probability of his'Stalling to 
save during war time. It has to be boi ne in n)iiul that a missionary 
campaign to persuade non-savers to save must ta'Ke years to effect 
any material result. Moreover, a gi'eat pait of the working classes 
are not in a state of mind to save unless and until they see the 
well-to-do stinting themselves. Again, much of the extra expendi¬ 
ture of the working classes has gone in foodstuffs ; and in the case 
of the poorer classes whe \vere habitually underfed, any consider¬ 
able amount of savings could hardly be, expected. The reason 
why the working classes, who have already learnt the habit of 
saving, and who have, in most cases, savings bank accounts, have 
‘ shown a disinclination to invest small sums in War Loans, arc as 
follows— 

1. They have in the pa-^t become accustomed to the pass-book 
system and the recognized savings banks. They like to see their 

•'Savings shown in a pass-book, which they may add to or take 
from as tliey may desire. 

2. Thpy are prepared to accept'-a low rale of interest, provided 
they have reasonable facilities for deposit and withdrawal, and 
absolute security. 

3. The/ do not like to Ic'ck dp then; money for long periods ; 
in anj^ case, tl^l; major pai t of it. 

4. They do not hke nor understand stock or bonds of a fluctuating 
capita,! value. They have no place at home to keep bearer bonds. 

If, instead of issuing* vouchers and scrip certificates for small 
amounts, the Goveinment had stated that the Savings Banks and 
Joint Slock Bdnks were prejiared to issue special War Loan pass¬ 
books, and to receive sums of Is. upwards, repayable at any time 
six months after the dedaration of peace,*or /or periods of one year 
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and muljiplcs of one year—pci iotl to be fixed by depositor at time 
of deposit, interest to be it the rate of per csrit. or any other 
higher current rate—subscriptions of small sums on War Loan 
account w»nld have been greater than they fiavS been. Under 
such a scheme, it might also have been provided that any depositor 
desirifl^ to make a withdrawal,,before the expiration of the period 
rfor which tlie Heposit was fixctl, might at any time do so ; but the 
rate of interest on the amount withdrawn would be adjusted to 
2 i per cent—the customary savings *lrank rate—for the twelve 
months piior to withfliawal. Alternatively, a scheme might hf^e 
been arrail5,'ed whereby a dejiositoi .received 3 per cent, interest 
on his minimum mojithly balance, 4 per cent, on his minimum 
yearly balance, and 5 per cent, on his minimum balance for two 
or more years. One great truth always to be borne in mind by 
Jthosc airang'ing lor the collection of small subscriptions on War 
Loan account is that no gieat volume of money can ever be 
collected in small sums. In prc-;\'ar times only about 5 per cent, 
of the aiimic. at anv tunc due to dijprfsitors m the Post Office 
and Tiustee Savings B.anks repiesentcd the aggicgate of balances 
under £10, and about 10 per cent, the aggicgate of balances 
under £20. 

Ill connection with the foregoing remarks as to the preference 
of till' small mvestpr for a pass-book, and ftccdom of deposit and 
withdrawal, it is to be noted that the greater part of the amount 
received from Scales of War Savings Certificates (reviewed later in 
the chapter) was ri'Ceived frym sales of such certificates in the' 
larger dcnonimations, indicating that their noii-habihty to Income 
Tax mado them very attractive to pcpple liable to this 4ax. 

The •Third War Loan 

• ' 

The chief iiiteiiial fiiiaiuial event of the thiid year of war was 
undoubtedly the issue m January, 1917, of the long^romised new 
War Loan, and the record amount of the subsetiptiops thereto. 
This loan was designed to pay off a large a^jiount of floating'debt, 
aufj also to raise new money for the war. The first definite indica¬ 
tion that the new loan was imminent came on Monday, 1st January, 
1917, in the cassation of sales by the Government of Exchequer 
Bonds and War Ey^ienditure Certificates. * Three days later, 
namely, on Thursday^ ,4th January, the Goveinmcnt announced 
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that no furtfier sales of Treasury^ Bills would be made at present. 
On Saturday, January, an official announcement was made 
of the date of issue of the new loan. On Thursday, llth January, 
at a mass mefting held at the Guildhall, the Chancsllor of the 
Exchequer announced the terms of the new loan, the actual pros¬ 
pectus being issued'the following^elay. The mam features 'of the 
loan arc shown hi the following •xliacts from the' prospectus,, 
from which it will be'obseived that the (hief feature was that it 
consisted of two sepaiale isi'iies : one beaimg 5 per rent, per annum 
interest, subject to Income Tax, and issued ait £95 per lent. , the 
other bearing 4 per cent per, annum interest, fiee of iRcomo Tax, 
and Issued at pai - 


ISSUE OF 

£5 o/o WAR -LOAN, 

1929 - 1947 . 

IN STOCK OR BONDS. 
Interest payable istjune anj’ istDcc. 

Fiisi Dividend ns fi'llo’.v--, i'i\.iM< bt I iik , 
1917, -)ti 

" I nlly plid Ml'itriK lit-," f\ 8 O’’;, 
liistnliin lit fit /il II lo", 

Price of Issue /95 per cent. 

l’,\ .1,1. Is f-lll-.V, - 

I. For FULLY-PAID ALLOTMENTS j 

On ApplKltbill /9s% I 


ISSUE OF 

£^ % WAR. LOAN, 

1929 - 1942 . 

('■Intome 1'o t ompountktl ") , 

IN STOCK OR BONflS. 
jlnterest payable 15 th April and 15 th Oct. 

I'lt I Dividiiiil isfiilkiwo, p ly.iblc 15th April, 
l‘U7. 

' I iill\ luul Ail-'tiiK nb,” £0 12 8% 

(I li’ first I )i\ idi ml oil Instalinont Allotments 
will In till full 11 ill to ir's Inti iLSt payable 
lath O.toliir, 1917) 

Price of Issue /loo per cent. 

I'.viVk rs follows— 

I. For FULLY-PAID ALLOTMENTS 

On Xpplii iti-.ii . . C\00% 


*e 


2 . For INSTALMENT ALLOTMENTS 2 . For INSTALMEflT ALLOTMENTS 


On Api)li<' ition 
„ Fritliy, 2ik1 Muirh, 1917 
„ iTidiy, 2Jrd M irih, 1917 
,, WciIntS'liv, IHth Apj'l, 1917 
„ WTdm-sdiy.ythMiy. 1917 
„ Wednts-ddy, 3Uth M ly, 1917 



« On \pp)i< lUon 

e% 

(IS-J 

ici 

,, 1 nd.iv, 2n(l M irch, 1917 


„ 1 ml IV, 2 Ird March, 1917 . 

120% 

/-‘""o t 

,, Widiirsday, 18th April, 1917 

£20% 

!-'>% i 

,, CVdliKsd ly, 9th May, 1917 

£20% 


*■ „ Wtdne^d.iy, 30th May, 1917 

£20% 


• 

£100% 


«i • *■ 

The aiul Cortijiany of the IJank of I-ngland arc authorued to 

receive' appliralioys for the above Loans, whicli will take the form of Stock 
or Bonds Ih I5earcr at tlu* optuai of Subscribers . Stock may be inscribed 
as transferable in the ^tock Iraibfor Books, or may be registered as 
transferable by deed 

Applications, which may be for either Loan, must be for sums which 
are multiples of ;^50, iv'id may be for either 

(l),“ Fully •Paid Allotments." or (2) " Instalment Allotments" 

They will be recetveii at the Bank fif h.ngland Loans Office,’ 5 and 6 Lombard 
Street. London. EC and may be‘forwarded either direct or through the 
medium of any Banker or Stockbroker m the* Unued Kingdom « 
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British Government Treasury Bills will be accepted unckr discount at 
5 per cen* per annum, and War Expenditure Certificates will be accepted 
under discount at 5J per cent* per annum, in both casjs as from the 16th 
February, 1917, in lieu of cash, in payment for " Fully paid Allotments, 
provided that the entire proceeds of the Bills and Certificates are so applied 
If not pre^'iously redeemed, the Loans will be repaid .at par as follows 
/5 per Cent War Loan. 1929 1947. on the 1st June, 1947 
/4 per Cent War Loan 1929 -1942, on the 15th (^ctober, 1942 
But Majesty's Government reserve to themselves the nght to redeem 
the Loans, or <vthcr of them, at par at any tunc oi» or after the under- 
•mentioncd dates, on grnng three calendaj- memths’ notice in the London 

Cent War Loan, 1929-1947. at any i' 4 nc on or after the 1st June, 1929. 
lA per Cent War Loan, 1929-1942, at any time on or after the 15tli October, 

1929 • * 

As soon n|; the necessary statutory authority has been obtained, arrange* 
ments will be made for the acci'ptance •by the Commissioners of Inland 
Revenue Slock and IJonds of these Loans at their respective issue prices, 
with due allowancc«for any unpaid interest act rued thereon, in satisfaction 
of amounts due on account of death duties, jirovided such Stock and Bonds 
have formed part of the estate of the deceased for a j^criod of not less than 
SIX months immediately preceding the date of dcatii ^ 

• I*'or the purpose of providing .against depreciation in the market prices ot 
Uie Loans, the Treasury undertake to set aside monthly a sum cipidl to 
one-eiglUh of 1 per cent of the amount of each Loan to form a fund to be 
used for pure, '’sing Stock or Bonds o^eithci Loan for cancellation whenever 
the market p. ' falls below the issue pnye ' Whenever the unexpended 
balance of such fund reaches £10.000.000, the monthly payments for the 
time being will be suspended, but they will be resumed as soon as the 
unexpended balance falls below £10,000,000 

Stock will be transferable in .any sums whuh are multiples of a penny 
Bonds to Bearer will be issued in denominations of £50, £100, £200, £500, 
£1,000, and £5.000 

. CONVERSION OF * 

£4 10., per Cent War Loan, l!ie5-1945 (.5 per Cent ExrlicqiicrBoinls, due 1st December. 

1920 

£6 per Cent Exchequer Bond?, due 5th October, ; £6 per Cent. Exchequer Bonds, due 16th February, 
1919 and 1921. 1920. 

Holders of the above issues, in fulfilment of the options granted in the 
several Prospt'Lluscs relating theretck ih^^y convert then holdings, in whole 
or in pait, Its on the 16th L^bniary, 1917, ,'ijul receiA'e in hen thc’isof £5 per 
Cent. W.ar Loan, 1929-1947. anil or £4 per Cent War Loan, 1929-1942. at 
the rate of * • ^ 

£105 5s 3d £5 per Cent. War Loan, J929 d947. foi each £100 converted . 
or • 

£100 Os Od. £4 per Cent. War Tvoan, 1929 1942. for each £j00 converted 


Holdings of these issues do not carry any rights of Conversion into any 
future issue# lliat may be math‘ by flis Majesty's Government • 

The Lists for both {'.ash and (A)uvcision A].^ftcations will be closed on 
Friday, the 16th February, 1917 ^ 

Bank of Fngland, Wth January, 1917 ^ 

* On 17lh J itmar>* I‘)l7, lUf froT'^ury announced that llii- foudition would be waived in favour 
o{ holclini’s of the new I/i.m (whether ai inured Uv ( edi snb.iiiptiui or by conviruon) which hid 
formed part of the estate of thegleif ^cd lotilmuously up to the dite of de.tth from the d.ite of the 
ongiual Subscription or applicanoii lor conversion • 
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The lists t/ere open for five weeks, yet the prospectus offered 
no inducement m the shape of cliseoui)! to intending ap'plicants, 
who desired totpay up m full, to subscribe much befort; the last 
day fixed for the r^'ceipt of applications, namely, 16tli^ February, 
for the amounts of the first interest ]iaymeiils proved that inferest 
only commenced tt run from IGtli February. This orvjssion 
occasioned some oomment, as tcndyig to retard early fully-paid^ 
applications and to cause a'great lUsh dining the last few days 
of the issue of the loan. Rut the Treasury on 17th January made 
tlif folldwmg announcement— , 

“ In order that early applicants for the loan may not suffer loss 
in interest for the whole period during which the subscription list 
remains open, a special interest payment will 'be made at the 
following rates in resjiect of all applications vvliicli are paid for in 
cash, and not by the, discounting of Treasury Fills or .War Expen¬ 
diture Certificates, and are lodged at any liank in the United' 


Kingdom before the close of January— ^ 

To applicants for “ l-'ully-paiil Allolmisils ”... .ts 4d per rent i 
To applicants for ” Instalment Allotments ” (>t £S(iQ 

and upwards. 2d per cent.' 


, Warrants for this payment will be issued by the Bank of England 
with the allotment notices.” 

The effect of the above offer was to accelerate the receipt of 
applications for fully-paid stocks and bonds, and to cause a sjiecial 
,,inrush of applications during the last few days of January. 

In tha case of subscriptions on the instalment princiiile, the 
propectus stated that the iiistalmcnis might be paid in full on 
or after ^nd March, 1917, uiider discount fit the rate of 4 per cent, 
per annum, discount in cases where payment was made between 
two instalment dates to bir caloulatcd from the instalment date 
nej^f succeeding the date of such full payment. 

Two novel'features of the terms of issue, as shown by the 
extracts frem the prospectus, were the provision of a sinking fund 
and tfie acceptance in •future of the stock and bonds m payment 
for Death Duties. Tlie objw t of these two provisions was obvioiftly 
to exert a steadying* influence on tlic future market price of the 
loans. The acceptance of the styck and bonds at their issue price 

» On the amount applied for 
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in payment for Death Duties must materially Icsseh any volume 
of forced selling of the 5 pcf Cent! and4per Cent. Loans in connection 
with th(' realization of deceased estates. Judgifig by the rapid 
appreciati^in in Government credit after the ekiee d the Napoleonic 
Wais, it appears to be very probable that the Government will be 
abledo convert both the 5 per Cent, and ^ per Cent. Loans to 
lower rate? cf interest on 1st June, 1929, and 45th October, 1929, 
the respective dates from which the ■Government has reserved the 
right to redeem the loans. Tlic ther» outstanding amount of the 
loans will not, of cqjirse, be actually paid off in 1929, but holders 
will be invited to e.xchangc their holdings for stock or bonds bearing 
a lower, rate of interest, objectors being paid off in cash, raised, 
if necessary, by*sal(*s of the new issue in 1929. In connection with 
the future, U is worth remembering that Government credit at all times 
IS largely governed by the excess of production over consumption by 
the community. As the excess increases, the rate of interest on gilt- 
’edged,securities tends to fall; as the excess diminishes, the rate of 
interest tena - <o rise. 

In the mailer of the true interest yield from the 5 per Cent. Loan, 
there has been considerable discussion and some difference of 
opinion. Owing to the loan being issued at a discount, the yield 
can be considered from three different standpoints, as showiv 
below— • 

1. The actual half-yearly interest payments are equivalent to 
£2 12s. 7jd. jier cent, on the issue price, or a yearly rate of £5 5s. 3d. 
per cent, payalilc half-yeaily. If the half-yearly interest payment 
due 1st June in each yeaf be invested on that date until 1st 
Dccembfi', the elate of the scceiid half-year\y interest payment, at 
the rate of £5 5s. 3d.’per cent, per*annum, payable half-yearly, 
the total yield per ann«m would’be £5 6s. 7J(l.,per cent., plus a 
payment of £5 at date of rederftpticji or conversion. 

2. If the prediction of the loans being converted in 19S9 be 
fulfilled, and the cash payment of £5 due at the date of redemption 
be considered as discounted over the period 16th FeBruary, 1917- 
1st June* 1929, the true half-yearly yiekFon the issue price of the 
S per Cent. Loan during the period J6th February, 1917-lst June, 
1929, will be £2 15s. 8d. per cent., or a yearly rate*of £5 11s. 4d. per 
cent., payabfe half-yearly. If Uie half-yeariy interest payment due 
1st June in each yeUrbe invested.on that date until 1st December, 



136 


BRITISH FINANCE, 1914-1921 


the date of </the second half-yearly interest payment, at the 
rate of £5 11s. 4d. per cent, per annun), payable half-yearly, the 
total yield per annum would be £5 12s. lOld. per cent.' 

3. Should thCpS per Cent. Loan be not redeemed or ^converted 
until 1947, and the cash payment of £5 due at the date of redemp¬ 
tion be considered ae discounted over the period 16th Febriiary, 
1917-lst June, 1947, the true half-'y^aily yield on I be ■issue price 
of the 5 per Cent. Loan durifig the period 16th hVbruary, 1917- 
lst June, 1947, will be £'2. I3s. 4d. per cent., or a yearly rate of 
£5 iis. Sd.'per cent , payable half-j’early. If the half-yeaily mteiest 
payment due 1st June in each year be invested on that ,'late until 
1st December, tlie date of the second half-yearly interest jviymcnt, 
at the rate of £5 6 s 8 d. per cent per amunn.'payible half-yearly, 
the total yield per annum would be £5 8 s 1 Jd per cent. 

From the time of l,he Chancellor of the F.xrh(f]uei .ailnouncing 
at the Guildhall the terms of issue of the mw loan and uj) to the 
closing of the lists on 16th Febtuary, 1917, ,i wides])read lai^ipaign 
to popularize the loan wa-^ uuderta'ken by tlie Go\ eminent, loyally 
and unanimously suppoited’ by the Press, the banks, and the 
Stockbrokers. The banks and stockbrokers sent out to their 
customers a copy of the prospectus, aci oinpamed bv a strong 
.letter-appeal from the Chancellor of the L.\ehe<iuei. The banks 
publicly advertised tha,t they were jiripared to giant loans not 
only to e.xisting customers but to strangers to (liable them to 
subscribe to the War L(.)dn, pnnided the ap]>hcaiils were m a 
jjosition to pay off the advances within a uasonfible time- the 
expression." reasonable tune ” gem lally la ing understood to mean 
periods ranging from ^six months t«) two years, accoiding to the 
individuar circumstances of ‘the apphimnit;. The object of this 
offer, which, it i;> to be noted, ^vas madi^after consultation with 
the Chanceljor of the E.xdicqiSer, was twofold , first, to endeavour 
to le%d to reduced consumption of goods and services thiough the 
individual morfgaging for a piiiod part of his future income; 
secondly, totibviate, if possible, the banks themselves being called 
upon to subscribe on a l*iige scale to the loan. To the 31 pei Cent. 
Loan issued m November, 1914, the banks, on iisiuest by tffe 
Government, sul 4 scrib(?d about ;flOO,(VlO,0(K), and to the 4J per 
Cent. Loan issued m Jync, 1915, aljoiit ;f200,600,000.' It is shown 
in the chapter dealing with the Jiankmg positfion during the .war. 
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that bank subscriptions to War Loans cause an exp?insion in the 
aggregate of the credit balances due to their customers, for when 
banks sirtiscnbc to War Loans, taking the bartks collectively, 
they 111 effect contract with the Governm»nt,«in return for a 
cel tain rate or rates of interest, to credit the amount of their 
subscuptions to customers to whom payments are due from the 
^Government for goods and seivices. This the banks are able to do 
because they arc the generally accepted custodians of credit. The 
policy of financing the necessities of war by a great extension of 
bank ciedit is dangerjius, because it inevitably leads to mflatior»of 
puces of cninmodities, by reason of an increase in the purchasing 
power of the community, and eventually gi\ts rise to growing 
discontent among the masses. 

The laie of mtenst which (he banks agreed to chaige the public 
for teniporaiy advances devoted to applications for the War Loan 
*is geneially iindeistood to have been 1 per cent under Bank Rate, 
with ajinmiinniii of 5 per cent. 

The public had tveiy facility presenu'd to them for making 
applications foi the War Loan, for, as the prospectus stated, sub¬ 
scriptions were made receivable in multiples of £5(\ through the 
medium of any bank or storkbrokor m the United Kingdom. 
At the Post Offices, arrangements were made for receipt of sub- • 
srriptioiis under £50 in multiples of £5. Ti* meet (he convenience 
of people who were, for v.arious leasoiis, unable to attend during 
oidmaiy business hours, some of the banks opened their offices lu 
the eveiiiugs for* receipt of applieatioiis, and to atford informatiout* 
lelatnig to the loan and coTii'crsions. I( r, \eiy giattfying to 
leeord (hat one pioviiicial bank (West Yorl.,shiie) illiiniin.Ped its 
N'aiioiis offuis at night with a laige notice reading: “'fou may 
apply for War Loan here •— daily, fO to 3 ; Thuriidays, 9 to 12 ; 
Saturdays, 10 to 3 . Evenings, *6 t^ 8.” With sin'll a spirit 
permeating financial institutions, the success of the lo?yi was assiffed. 

The fust official intimation of the great svicees^ of the loan was 
given by the Chancellor of the Exchequi'r m a prclimfnary^statc- 
ment to the House of Commons on MoiuU^, 19th February, 1917. 
Tilt Chancellor stated that tli^c total amount of new money would 
ceitainly exceed £700,000,000 ; but the exaci amiHint not on 
that dale ascertainable, because between 800,000 and 300,000 
applications had yet jlo be examined. A week later, on Monda\’, 
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26th Februar^y, the Chancellor announced in the House that his 
estimate of unexamined applications had proved to be much 
below the mark,'’and that Ihe success of (he loan had exceeded all 
expectations, the total amount applied for having just exceeded 
£1,000,000,000, made up as follows— 

Applications through the Bank of England . . ^18,586,000 

Amount of Treasury Ihlls coii'^crtecl . . . 180,711,950 

Applications through the Post Office .... 80,715,000 

Amount received dunng the currency of the applications 

for the loan through War Savings Certificates . 19,300,000 

Total./1,000x312,950 


Of the total amount applied for, only £22,000,000, or about 
2 per cent, of the total, represented applications for the 4 per Cent. 
Tax-free Loan. For^ many months previous to the issue of the 
War Loan, the Government had been advised by sundry persons 
that a tax-free loan would prove very popular. The result shows 
that such a loan was at ‘hat tinu' unpopular, investors preferring 
to accept uncertainties m the rate of future Income Tax to the 
deduction of a fixed rate for the duration of the loan. Later, when 
the daily growing cost of the war made it certain that the Income 
■ Tax must soon be raised, the 4 per Cent. Loan began to be bought, 
and by 7th June its price was £101, while the 5 per cent, stood at 94 J. 

Tire Chancellor’s explanation of including converted Treasury 
Bills in the total amount of the loan was that Treasury Bills are 
■•Tor comparatively short dates, the average at the time the loan 
was issued being about four months. Sales of War Savings Cer¬ 
tificates during the currency of thb applications for the loan were 
included because such sales received k great impetus on account 
of the widespread appeals tliaC were then made to patriotism. 

With reference to the nu'fnbei’ of applications for the loan, the 
Chancellor’s statement was as follows— 

“ 'The number of applications to this loan was, through the 
Bank, 1,089,000 ; but that does not in reality represent all the 
individuals, because nfaiiy of these loans were made by firms on 
behalf of employees. The number of applications tlu'ough the 
Post Office was 1,000,000. As regards War Savings Certificates, 
it is not possible to gWe more thnn an estimate, for the reason it is 
probable that some individual* bought fnorf^ than one certificate. 
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Tliere were 400,000 wlio took sums of £\2 and upwalds, and these 
may ho regaidcd as individual subscribers. The jiumber of 15s. 6d. 
cei Iificat*cs sold was 5,000,000, and it is a safe‘assumption that 
they rc]M«sent an average of two to each iuditiditol. Tlrat means 
an addition to the subscribers of 2,800,000, making the total 
numhci of subscribers to this loan 5,289,000? Compare this with 
, the Geimah figures. To tho fifth loan the nirtnbcr of subscribers 
was 3,810,000, to the fourth 5,280,000, again showing a falling 
oft m the latest loan as compared with the previous loan. But. 
in the Gerpian loark, every subscrihcr of a shilling and upwards 
was included ; but in our War Savpigs Committees, arrangements 
are made to receive, week by week, small subscriptions until 
they reach 15s. *6d. : and I am informed that if every applicant 
of that kind were taken into account, the total number of appli¬ 
cants fo this loan would not be less than* 8,000,000 people, as 
^against the last Gennan loan of 3,810,000, while the population 
of Ge»manv is neaily 50 per cent, gi eater.” 

Further .o d more e.xact figuies epueerning the success of the 
War Loan, coupled wi^h full particulars as to conversions of the 
4i per Cent. Loan and Exchequer Bonds, weie given to the House 
of Commons on Wednesday, 2nd May, 1917, by the Chancellor 
of the Exche<iuer in his Budget Speech, from which the following* 
table has been cijmpiled * 


The Gkeat War Loan of 1917 > 



5% 

' War Loan 
issued at 

• f:95 

• 

4% 

War Loan 
issued at 
• Par 

Total 

Nominal 

Amount 

• 

New Subscriptions, incluthng 
Treasury Bills of £ 130,711,950 

• £ 

906.048r000 

£ 

• 

22,(>58,000 

L 

,'188.706,000* 

Stock and Bonds exchanged for 
4^ per ('ent War Loan . . , 

5 and 6% Exchequer Bonds . 

821,005,000/ 
'282,792,000 ( 

t 

« 

28,72GOOO 

« 

1,132,523,000 

• 

Total 1SSUC& against Conversions 

1,103,797,000. < 

'28,726,000 

1,132.5'23,000 

• 

Total Stock and Bonds outstand¬ 
ing of 5 and 4 per ('ent. Loans 

'2,069,845,000 

5*1,384,000 

2,121,229,000 


* Cash, 5 per (tent loan. ;i917,74^,000 ; 4 per‘cent Loan, 1^22,658,000 
Total* £940,404,000. ^ • 
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The table oh page 139 is exclusive of receipts from sales of 
War Savings Certificates. 

Not all holdcritof the4J per Cent Loan of 1915 and of Exchequer 
Bonds exeicised thtir option to conveit into the new loan, as 
will be seen from the following pel cent ages given by the Chdiicellor 
in his statement— 



Of outstanding amount of 

■ 

' 4J% 

War Loan 

Kxclicqucr Ponds 

5% .. 6% 

Percentage converted into New 
War Loans. 

97 5 

610 12 9 


The small percentage of 6 pei Cent Exclnquei Bond-, converted 
is explained by the loss in inteiest up to Kith Fehru.iry, 1920 (date 
of redemption of 6 per Cent Bonds), that would be involved to the 
holder by the act of conveisioii, though, if a peiinanent holder, 
he would probably in the long run gam by fonversion. 

The final figures of the great War I.oan weie as follows— 


‘ Exchequer Receipts ..... 

. /:948,459,330 

NuP-Ber of Applications^ 
Ftve per Cent War Loan- - 
Number of applications throiigli the Banks of 

I'.ngUnd 

and Ireland ...... 

1,066,111 

Through the Post Office .... 

932,742 

“ Total 

1,998,8.53 

Four per C*nt War Loa*!i — 


Total number of applications 

24,771 


An interesting feature about the new loan was that fiom 70 to 
80 ptr cent, ot'the total amount of applications was paid up in 
full. Such a percentage means that the banks had to make 
arrangements to pay over to the Treasury, in the course of a few 
weeks, between £600,000,000 and £650,000,000 (after making 
allowance for surrender of Tieasutv Bills by applicants), dn 
amount .approximately equal to half the total amount of their 
customers’ credit balavces, usually termed deposits This gigantic 
* According to Parliamentary Pap,;rs issued fith July, 1917 > 
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financial operation was carried through by the Treasury disbursing 
the amounts daily paid »vcr by the Joint Stoc|f Banks to account 
of the \Var I.oan almost immediately on receipt of the same, 
thus qui^ikly restoring in the aggregate the depends of customers 
of Joint Stock Banks and, therefore, the balances of the banks at 
the •Bank of England. The transfer was‘helped by the Joint 
Stock Bink^ calling m par^ or the whole of •their spare balances 
lent to the Bank of England foi short peiiods, and by temporary 
borrowing to some extemt fiom the Sank of England. The Joint 
Stock Banks wcie nble to boirow fiom (ho Bank of !^ngland at 
5 pe l ceift. tor a month, or 5} pcT cpit. for longcT periods. 

In its issues of 24j:h February, 3rd March, and lOlh March, 1917, 
The Economnt ihade the following comments on the Weekly Returns 
of the Bank of England, dated 2Ist I'ebiuary, 28th February, 
and 7th Mmch, 1917 - * 

The Bank Keturii shows a detrease of /SO,000,000 in the Government 
Secun^ics, presumably d»ie to the lep.iymcnt of Ways and Means Advances 
by the Tre.i'i’y, and an iinreasc'of /49.000.000 in the Other Securities, 
which may b« i aused by the other banks \.ikins back money that they 
had lent to the Bank of Jhigland 

The Bank Keturn showed an increase of /24,000,000 in the Other Securities, 
prcsumablv caused by tlie othei banks borrowing, oi,v\ithdrawing Advances, 
from Ihe^ J.kink of l-'ngland 

Ihe B.ink Return showed an increase of £78,500,000 in the Other Securities 
and a decrease of /50,.500,000 in the Government Secuiitics, presumably 
because the Government has paid the Bank off .#nd the Bank has lent to the 
market or to the oilier banks On the liabilities side, /,4>5,000,000 have been 
taken olf the Other Deposits, and £73,000,000 have been .ulcled to the Public 
Deposits It IS a wonderful example of what book-keeping can do when it 
has the confidcdcc of a rich community behind it ^ 

When the issue of the ^ar Loan was announced, <i wish was 
expressed in sevcial banking qliarters that, in order to aj'oid heavy 
displacements of cash, suftscnptions to the loan by customers and 
others should be left wii*h the collecting bank, and be drawn against 
by the Govcinment as reqnired'for ♦tisbuisemcnts, instead of being 
paid over to Govcinment account at the Bank England? as in 
past loans. This course of action, howevei, .did not commend 
itself to, the Treasury, but arrangements were made for, leaving 
subscriptions with the collecting banks‘for fifteen days from date 
of collection before transfefnng to* the Bank of England to War 
Loan Accoupt. ‘ . 

Tn the interval between the cessation of wales of Treasury Bills, 
Waf Expenditure JCerlificates, «md Exchequer Bonds, and the 
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ingathering of the proceeds of the War Loan, the war was financed 
by Ways and Means temporary advances from tlie Bank of 
England (in rcarity, tlie creation of credits in the books of the 
Bank of England), and receipt of ordinary revenue. The greater 
part of the proceeds of the War Loan was applied as gathered to 
reduction in Ways and Means Advances and payment of maturing 
Treasury Bills. On 31st Decembei, '916, the outstanding Ways 
and Means Advances amounted lo£141,156,000. By 10th February, 
1917, the amount had readied a ma.’iimum of ^420,806,000. 
Tluieaftcr it fell, leacluiig ;f217,526,500 on 31sL March, 1917. 
The outstanding .rmonnt of Tieasuiy Bril'- was 1,115,815,000 
on 31-.t Deceiiibi'i, 1916; ;((909,046,000 on lOlh Febniaij', 1917; 
and ;{463,705,000 on 31st March, 1917, The aciiial ExcIkhiuci 
receipts from the new loan up to 31 ,t Mai eh, 1917, was £780,376,710 ; 
and the final figui cs £948,459,330, as stated already. 

How much relatively greater was the success of the new loan 
than that of either of the two ])revious loans is better realized 
when it is borne in mind t’lat the £332,000,000 loan' (3| per cent.) 
raised m 1914 included nearly £100,000,000. and tin' £592,000,000 
loan (4) per cent.) raised in 1915 about £200,000,000, m the form 
of applications from the banks themselves. Moreover, m the rase 
of the latter loan, an artificial stimulus was given to cash subscrip¬ 
tions by the amounts tiiat had to be put in by hokk'rs of the 3^ 
per Cent. I.oan and of Consols in older to secure the conversion 
rights that were then offered to them, particularly the right of 
(jither conversion at par into any future issues without further 
cash payment. Tin- new loan mcluded no direct apphc.ations 
from the banks ; but it is true that it included a large amount 
(some estimates pl.iccd it as high as £200,000,000) of credit granted 
by the banks to the public for the purpose of subscribing to the loan. 
The greater part of this credit, howevei, has alieady been liqui- 
d.itcd, and so lids not tended to give rise to a periiiaiient mcrea'.e 
in banking deposits and the economic evils iiu'ident to further 
monetary inflation. But until all those who borrowed from the 
banks repay such loan? their subscriptions are, in effect, bank 
subscriptions. 

Finally, it has-to be recorded that to a very considerable extent 
the success of the War Loan was due to flic close co-operation 

» Cash, /332,000,000 , nominal, ^K,s0,000.000‘. 
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between the Government and the banks, and the direct encourage¬ 
ment given by tlic banks to their customers to subscribe. During 
tlie issue 6f the SJ and 4| per Cent. Loans there was iome trepidation 
on the paiit of the banks as to tfic extent their deposits would be 
finally depleted by customers’ subscriptions to the loans. It was 
later recognized by the banks, however, that‘the net effect of the 
,issue of waf loans on fhomseWes is a series of internal transfers of 
credits among their customers and themselves. Some of the banks, 
it is true, after Govi'rument disbursetncnts get more than their 
share of tlie ciedits of other banks ; but this happens conlinuously 
in jieace iiines, when setllemeut is^ made between the banks of 
final differences due to cross-crediting of customers’ drawings, 
(hice (1 edits are* created in a hanking system, they can never be 
extinguished, unless they be permanently withdrawn in legal 
tender, wliiflh remains in circulation or is hoarded or sent abroad, 
dr they are absorbed in liquidation of bank loans, public oi private. 

t 

The Fourth or' Victorj' Loan 
The Viclory Loan rejjresented the fouith great loan, apart from 
issues of Fxchequer Bonds and National W.ir Bonds, issued since 
the begninmg of the war. It was mainly designed to pay off a 
large amount of the floating debt. The first definite indication- 
that a new loan was imminent came on 69th May, 1919, when 
the Chancellor of the Exchequer announced that he would seek 
powers on the following Monday, 2nd June, for the issue of a new 
loan. The necessary powers being obtained on the Monday, the* 
prospectus of the loan was issued on 13th June, 1919. Twd different 
issues vvyre made: one ternted ‘‘ Funding Loan,” the other 
” Victory Bonds.” Botli i^^crc 4 per cxnt. loans, but the Funding 
Loan was issued at £80 [Air cent., a*nd is redcenuible not later than 
1990, with an option to the GoV*ernrvi‘ent of redeeining-in or after 
1960 ; while the Victory Bonds were issued at £85jper cent.'and 
are ledceinable by annual drawings at par, Ijcgimiing on 1st 
September, 1920. Subsciibers to the Victory Bonds consequently 
paid £5 per cent, more for their investment*than subscribers to the 
Funding Loan, but the fonjier acquired the possibility of being 
holders at any time of drawn bonds, and therefore of receiving 
a bonus or premium of £15 per.cent, at th« time the bonds are 
drawn for redemption at'par. Tim yield on the Funding Loan is 
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5 per cent., the present value of the capital bonus of 20 oer cent, 
at (he end of seventy-one years being -negligible. Tlie immediate 
yield on the Victory Bonds was £4 14s. per cent. The Government 
has undertaken in‘the case of each loan to set aside 7\ per cent, 
each half-year on (he original amount of the loan, and after paying 
interest on the amount outstanding to devote the balance to 
redemption piirposVs. In the case of'the Funding Loan the balance 
is to be applied to purchases for cancellation if the price is at 
or under par , if the price*' is over par the balance will either be 
list’d for jnirchase or otheiwise invested. In the case of the Victory 
Bonds, the balance of the sinking fund is todie applied to ledemp- 
tion of bonds drawn for payment at par. The prospectus also 
slated that both issues will be taken in pavnienf of death duties ; 
the Funding Loan at its issue price of £80 jicr cent. ; the Victory 
Bonds at their full‘face caliie of £100 per cent. Faymeut for 
both issues might be made m Treasury Bills at 31 per cent, discount, 
or in 41 per Cent. War Loan ; 5 per Cent, lixchequer Bolide, 1919, 
1920, 1921, 1922 ; 6 pei Cent. E-Xcheciiier Bonds, 1920 , or in 
4 or 5 per Cent. National Wai Bonds of I he hist, second, or thud 
senes. 

The following e.xtiacts show the leading features of the jirospcctus 
issued m connection with the loan ■ 

ISSUE OF 

4 PER CENT. FUNDING LOAN, 

^ 1960 - 1990 . 

Redeemable* within 71 years by mean's of a Sinking I'utul Interest 
payable half-yearly on the 1st May and 1st November A First 
Dividend Ub follows will be paid on the 1st November, 1919— 

,, ' Fully-paid Instalment 

Allotments Allotments 

On Allotments tApphed for— : 

, . % % 

I s d I s d. 

•On or bcf(ire the 21st June . . .1 9 2 0 2 3 

From the li3rd June to the 28th June . 1 7 7 0 1 6 

From the 30tli June to the 5th July . 16 1 0 0 9 

From tfie 7th July to 12th July . .14 6 ml 

on catn complete ;il,000 is jillotments of ;il,000 and upwaids. 

Price of Issue, per cent. 

Payable* as follows— % 

I. For FULLY-PAIO ALLOTM&NTS-- 

On Application ....... /80 
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2. For INSTALMENT ALLOTMENTS— 

On Application . » . . . . % • /5 

Pn Tuesday, the 29th July, 1919 . ? • . j^lO 

On Thursday, the 21st August, 1919 . . . ;^10 

O^ Thursday, the 18th September, 1919 • . • . £10 

On Thursday, the 16th October, 1919. • . £10 

On Thursday, the 13th November, 1919 . . £10 

On Thursday, the 11th December. 1919 * . . £15 

On Thursday, the Sth^JJnuary, 1920 ... . £10 

J8Q 

The Governor and Company of the Bank of England and the Governof and 
Company of'the Ikink of Ireland are authorized to receive applications for 
the above'Loan, which tvill take the form of Stock or Bonds to Bearer at the 
option oi Subscribers ; Stock may be inscribed as “ transferable in the Stock 
Transfer Books,” n^ay be registered as ” transferable by Deed.” 

Applications must be for sums which are multiples of £50, and may be 
for either (1) “ Fully-paid Allotments,” or (2) ” Instalment Allotments.” 
They will be received at the Bank of England l.oaris Office, 5 and 6 Lombard 
Street, London, K C 3, and at the Bank of Ireland, Dublin, and may be 
forwarded cither direct, or through the medium of any Banker or Stockbroker 
• in the United Kingdom 

Bntfsh Gc 'crnment Treasury IBillg issued prior to the 1st June, 1919, will 
be accepted under discount at per cent. pe» annum as from the 21st June, 
1919, in lieu oi < ash in payment for ” FullJ'-paid Allotments,” provided that 
the entire iiroceeds of tht Bills arc so applied ” Fully-paid Allotments ” 
made in respect of such Applications will receive on the 1st November, 1919, 
the dividend payable on that date in respect of ” Fully-paid Allotments ” 
applied for on or before the 2Ist June, 1919. 

Stock and Bonds of the undermentioned Issues will be accepted at par a< 
the equivalent of cash m payment, in whole cy in part, for ” Fully-paid 
Allotments ” of this Issue— 

£4 10s per Cent War Loan, 1925-1945. 

£5 per Cent Exchequer Bonds, 1919, 1920, 1921, and 1922. 

£6 per Cent* Exchequer Bonds, 1920 

£4 per C'ont. National War Bonds, 1st, 2n<l, and 3rd Senes. 

£5 per Cent National War Jlonds, 1st, 2nd, and 3rd Senes * 

His Majesty’s Government undtfrtakc to set ande at the clyse of each 
half-year a sum equal to j’-er cent, on Jhc nominal amount of the Loan 
originally created. After deducting i;hcrcfrom the amount required for 
payment of Interest on the* Loan for the half-year, the balance of the sum 
so set aside will be carried to a Smiting IVnd which will be ?,pplied during 
the succeeding half-year to the purchase of the Loan for^cancellation if the 
price is at or under par; when the price is above par ii^will be cither so 
applied or otherwise invested under the control of IIis Majesty’s Treasury. 
Any outstanding balance of the Loan not previously redeemed will bo repaid 
at par on the 1st May, 1990, but Ills Majesty's Government reserve^:© them¬ 
selves the* right, on giving three calendar m(/hths’ notice in the London 
Ggzette, to redeem at par at any time on or after the 1st May, I960, any 
outstanding balance of the Loai^ not previously pjirchascd and cancelled by 
the operation of the Sinking Fund 

Stock and B*^nds of this issue will be accepted by the Commissioners of 
Inland Revenue as the equivalent o> cash on the basis of £80 cash for each 
£100 Stock or Bonds su^endered, with^due adjustment on account of interest, 
in sausfaction of amoijnis due on account of Death Duties, provided that 
10~(1723) > * 
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the Stock or Bonds sxirrendercd have formed part of the estate passing on 
death of the deceased continuously up to the d^te of death froS the date of 
the original subscnptitin or for a period of not less than six months immediately 
preceding the date of death Stock and Bonds so surrendered and outstanding 
will be held for account of His Majesty’s Government until redeemed by the 
operation of the Sinking Fund or until the final redemption oFthc Loan ; 
any piortion of the Sinking Fund applied in any half-year to the purchase 
for cancellation of Stock .>r Bonds so held ivill bear to the total of the Sinking 
Fund available a ratio not exceeding that which the Stock and Bonds so held 
at the commencement of such half-year bc/c to the total of the Loan then 
outstanding 

Stock will be convertible into Bonds to Bearer (in denominations of ;£50, 
;^I00, ;^200, ;£500, /1,000, and /5,000) with coupons attached for the Interest 
pa)?^le half-yeaily, <iik 1 Bonds will be convertible into Stock without pay¬ 
ment of any fee. Stock will be transferable m any sums which are multiples 
of a penny. '■ 

The Instalments payable in respect of “ Instalment Allotments " may 
be paid in full on or after the 29th July, 1919, under discount at the rate of 
per cent per annum \Vlicre payment in full is made between two instal¬ 
ment dates, discount will be calculated as from the instalment date next 
succeeding the date of such full payment. In case of default in the payment 
of any instalment by its* proper date, the deposit and any instalments pre¬ 
viously paid will be liable to forfeiture Payments may be made without 
additional charge at Offices of the undermentioned J3anks in the United 
Kingdom. 

The List of Applications w'jll be closed on Saturday, the 12th July, 1919. 
Bank of England, 12M June. 1919. 


ISSUE OF 

4 PER CENT. VICTORY BONDS 


Redeemable at par by a cumulative Sinking Fund operating by means 
of Annual Drawings commencing 1st September, 1920 Interest 
payable half-yearly on the 1st March and 1st September First 
Dividends as follows will l)e paid ou the 1st March, 1920— 


On Allotments Applied for- • Fully-paid 

Allotments 


On or before the 21st June . . 2 15 9 

From thb 23rd June to the 28th June 2 14 3 

From Ac 30th June to the 5th July 2 12 8 

From the iJth July to the 12th July . 2 11 2 


Instalment 

Allotments 


£ 

I 

1 

1 


% 

s. 

6 

6 

6 

6 


d 

3 

2 

I 

0 


Pric# «jf Issue, ^85 per cent. 


Payable as follow.s— * 

1. For FULLY-PAip ALLOTMENTS— 
On Application .... 


% 

;^85 
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2, Hot INSTALMENT ALLOTMENTS— 

On Application . • . . . . . £S 

Qn Friday, the 8th August, 1919 . . * . 

On Thursday, the 4th September, 1919 . . ^10 

Oij Thursday, the 2nd October, 1919 * * . £\S 

On Thursday, the 30th October, 1919 . . ^10 

On Monday, the 24th November, 1919 • . , ;^10 

On Thursday, the 11th December, 1919 . . £\(i 

On»Thursday, the 8th Jafiuary, 1920 . •. . i\S 

£85 


The Governor and Company of the Bank of England and the Governor 
and Compefiy of the Bank of Ireland arc^ authorized to receive applications 
for the above Bonds, which will be issued in denominations of ;^50, ;^I00, 
£200, £50ft, ^1,000, and,;C5,000 

Applications maf be for cither " Fully-paid Allotments " or “ Instalment 
Allotments ” They will be received at the Bank of England Loans Office, 
5 and 6 Lombard Street, London. E C 3, and at the Bank of Ireland, Dublin, 
and may be forwarded cither direct or through tht? medium of any Banker 
• or Stockbroker m the United Kingdom 

^ British f^overnment Treasury Ihlls issued prior to the 1st June, 1919, 
will be.iiccepte<l under discount at 34 per cent per annum as from the 21st 
June, 1919, in 1 u of cash in payment for “ Fuljy-paid Allotments," provided 
that the entire p < ceeds of the Bills arc so applied " Fully-paid Allotments " 
made in respect of such applications will receive on the 1st March, 1920, the 
dividend payable on that date in respect of " Fully-paid Allotments " applied 
for on or before the 21st June, 1919 

Stock and Bonds of the undermentioned Issues will be accepted at par 
as the equivalent of cash in payment, in whole or in part, for " Fully-paid 
Allotments" of this Issue— ^ 

£4 10s per Cent,War Loan, 1925-1945 

£5 per Cent. Exchequer Bonds, 1919, 1920, 1921, and 1922. 

£6 per C'ent. Exchequer Bonds, 1920 

£4 per Cent National War Bonds, 1st, 2nd, and 3rd Series 
^5 per Cent National War Bonds, 1st, 2nd, and 3rd Senes 

• • 

His Majesty’s Government undertake to set aside at the close of each 
half-year a sum equal to 2[ per cenV on the nominal amount of the Bonds 
onginally ere.ited After 'Jedycting thcreVom the amount rcifuircd for 
payment of interest on the Bonds for the half-year, the balance of the sum 
so set aside will be earned to ji Sinking TTind which will be.applied by means 
of annual drawings to the redemption of tlu;*^ Bonds at par (including Bonds 
which have been surrendered to the commissioners of Inland Revenue for 
death duties as hereinafter provided), the Bonds to be rfideemed in %ach 
year being determined by lot and paid off on the 1st ScptemDcr in such year, 
in accordance with regulations made by the Treasury T*he numbers of the 
Bonds drawn for redemption on each occasion will be advcAised ^n the 
London Gazelle not less than two months prior ^tp the date of redemption 
Interest on Ronds drawn for repayment will cease from the date on which 
the <Bonds become repayable The first drawing will be that for the Bonds 
to be redeemed on the 1st Septenfber, 1920 • 

Bonds of this Jssue will be accepted at their face value by the Commis¬ 
sioners of Inland Kevenue as the equivalent of casjj, with due adjustment 
on account of interest, in satisfaction of amounts due on account of death 
duties, firovided that the. Bonds surrendered have formed part of the estate 
passing on death of the deceased continuously up to the date of death fjom 
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the date of the original subscription or for a penod of not less than six months 
immediately preceding the date of death. Bonds surrendered under these 
provisions will be lv=>lcl for account of His Majesty’s Government until drawn 
for redemption as provided m the preceding paragraph. 

The instalmentsVi^y^'ble in respect of “ Instalment Allotments” may be 
paid m full on or after the 8lh August, 1919, under discount at^the rate of 

per cent per annum. Where payment m full is made between two instal¬ 
ment dates, discount will be cdlculated as from the instalment date-next 
succeeding the date of such full payment' In case of default m the payment 
of any instalment by its proper date, the deposit and any instalments 
previously paid will be liable to forfeiture Payments may be made without 
additional charge at Offices of the undermentioned Banks in the United 
Kingdom. 

Tlte List of Applications will be closed on Saturday, the 12lh July, 1919. 

Bank of England, Vlih June, 1919. 

Tlic lists opened on 13th June, 1919, and>clos;>d on l'2th July, 
1919. As in the case of past loans, a widespread campaign to 
popularize the new loan was undertaken by the Government, 
loyally and unanimously supported by the Press, the banks, and 
the stockbrokers. The banks and stockbrokers sent out to their 
customers a copy of the prospectus, accompanied by a strong 
letter-appeal from the Chancellor of the Exrhequer. Tlie banks 
publicly advertised that they were prepared to grant loans to 
enable applicants to subscribe to the Victory Loan, provided the 
applicants were in a position to pay off the advances within a 
reasonable time. In the case of this loan, however, the amount 
so advanced was small. 

The final totals of the subscriptions to the Victory Loan were 
announced by the Chancellor of the Exchequer on-SOth July, 1919, 
to be as- follows— 


CASH APPI,ICATIONS I 
Funding Loan . . 287,9.96,000 ' 

ViLtory Bonds . . . ^ . 286,748,000 

, ,974,704,000 


of which total, ^18,744,250 was paid for m Treasury Bills. 

« 

^ CONVIlRSIONS j 

I'undmg Loan .... 120,617.000 

Victory Bonds .... 72,203,000 

192,82'',000 

C 1 MM. 


Cash applications and coimrsions totjilucd to £767,52^,000. 
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On Jlie same day, the Chancellor of the Exchequer stated in a 
written answer that direct subscriptions by Ijanks in their own 
names had been : Funding Loan, ^(37,692,000 ; Victory Bonds, 
£73,351,(i00 ; or a total of about £111,000,000. • This creation of 
fui'ther credit by the banks was bad finance, and must inevitably 
hav^ led to further inflation with all its atten*dant evils. That such 
a form of'subscription shouWliave been encoflraged is remarkable, 
in view of the statement of the Cliancellor of the Exchequer at 
the time the lists were opened that* one of the main objects of 
the loan w,as to improve the National Ciedit. It would have been 
far preferable that Hie total of the, loan should have bi'en less by 
£111,000,000. This^ last creation of credit may in futiue cost the 
Government, tltrough indire-ct means, considerably more than the 
amount cri'ated for the purpose of swelling the total of the loan. 

The actual Exthequer leceipts from the foau uji to 31st March, 
1921, was £475,841,823, 

Th*; main reason why the cash subscriptions to the Victory 
Loan were n it considerably greati;!' than they were was that 
subscriptions to previpus loans, after Government disbiiisement, 
had mainly gravitated to the accounts of produceis, traders, and 
business men generally. Ordinary depositors of banks had well 
supported the eailier loans, and had not had time to build up theif 
deposits again foj further subscription to I’oans. The reason given 
by business men, when they were asked why tiny had not sub¬ 
scribed large amounts to the last loan, was generally ; " We now 
require from two to three times as much liquid money to run out 
businesses as we did before the war, on account of higher’prices and 
increased wages.” Thus, the Country rc-aped the evils qf inflation 
through the operation of Ihe vicious circle. 

• ’ . 

War Savings Ce,rtificates' 

These have been issued since 19lh Eebruaiy, 19lS (piice l5s. 6d. 
each), at first at any Money Order Office of tin* Post Office, later 
also at bjnks. Each certificate entitles the purchaser to £4 at the 
e^d of five years ; meanwhile, the mone}^ vvill be repaid if required : 
15s. 6d. during the first year, 15s. 9d. at tlye end of one year, and 
an additiona' Id. for each succeeding month. Each purchaser 
receives a book, in which a receipt for the payment is inserted. 

* The name was cha ig,ed to NationttI Savings Certificates in June, 1920. 
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It was later st&ted that, in order to meet the requirements of those 
who were able to_,purchase a considerable number of certificates 
at a time, certificates for £12 and £25 (purchase price £9 6s. and 
£19 7s. 6d.) would be issued. These £12 and £25 certificates are 
issued without books, the certificate itself taking the place of a 
book. Single certificates for amijunts of £26 and upwards .were 
also issued later. The amount of (ierfificates that any individual 
may hold is restricted to 500 ; purchase price, £387 10s. 

No Income Tax is payablo in respect of the accumulated interest 
on JVar Savings Certificates. At first, only p/^ople whose income 
did not exceed £300 a year could purchase these certificates, but 
this limit was removed on 8th June, 1916 ; and on the same day 
it was also announced that single certificate's fo'. £500, payable 
five years hence (purchase price £387 10s.), would be issued to 
meet the convenience'of those who desired to buy 500 certificates 
at one purchase. 

During the issue of the 5 per cent. War Loan (12th January-16th 
February, 1917), and for about three weeks afterwards, sales of 
War Savings Certificates showed a considerable expansion, as is 
disclosed by the table appended— 


Weekly Exchequer Receipts from Sales of War Savings 
Ceriificates for Period 26th November, 1916—31st March, 1917 

A 


Week ending 

Receipts 

L 

Week 

1 

ending 

Receipts 

i 

«• 

Dec 2 

1916 . . 

1.050,000 

1 

i Feb 3 

1917 . . 

2 ,000,000 

„ 9 


900,000 

1 , 19 


3,000,000 

„ 16 

• 

900,000 

j „ 17 


5,000,000 

23 


000 ,00(1 

„ 24 

.. 

7,000,000 

„ 30 


300,000 

Mar, 3 


4,000,000 

Jan. 6 

1917 ! ; 

1 ,000,000 

„ 10 


3,500,000 

.. 13 


1 ,200,000 

„ 17 

.. 

1 ,000,000 

„ .20 


1 ,100,000 

„ 24 


200,000 

.. 27 


1,500,000 

31 

» . • 

2 ,000,000 


The increased sales of War Savings Certificates during the period 
13th January-lOth March, 1917, was undoubtedly due to tne 
widespread nature of the public and Press appeals that were made 
to patriotism whilst the application lists for the new War Loan 
remained open. People who did not desire or see their way to 
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subscribe to the War Loan “ did their bit " by ptrchasing War 
Savings Certificates. , ^ 

In thf fourth Annual Report issued by the Mational Savings 
Committee there appeared the following classification of sales of 
War Savings Certificates since they were first issued and up to 
31st* December, 1920. The table is intcre.tting as proving that 
the greater amount of Ex^rl^r^qucr Receipts, from this form of 
borrowing has been through sales of ceitifieatcs for £25 and 
upwards. 


(Classification of Sales of War Savings Certificates 
Vfom i^th February, 1916, to 31s/ December, 1920 


115,131,908 

27,836 

2,976.566 

4.029.024 

762.446 

15^,038 


Single Certificates at 15s. 6cl. 

£5 Certificates at £li 17s (sd. . 
f Vl Certificates at _£9 6s 
£25 Certificates at £19 7s 6d 
Single Ortiiicates from £26 to £499 
/500 CerUficates at £387 10s. 


i «• <*• 
89,227,228 14 0 
107,864 10 0 
27,682,063 16 0 
78,062,340 0 0 
84,635,35,8 5 0 
61,627,225 0 0 


123,086,818 I' ii'ivalmt to 440,441,390 bwigle 15s 6d 

(.ortificatc's of the tutal value of . . ,1341,342,077 5 0 


Repayments (including exchanges for War Loan, etc.) up tq 
31bt December, 1920, £61,404,669, leaving net sum invested of 
£279,937,408. 

Tile following table shows the yearly Exchequer receipts from 
sales of War Savings Ceitilicates since they were first issued— , 

» , 

Yearly Exchequer Peckipts from Sales of 
* WjR Savings CiCR^riFiCATiiS • 


» 

Year ending 3lst March. • 

, Receipts 

Weekly Average 

1916 (six weeks) .... 

i ^ 

1,250,000 

. £* 

208,000 

1917. 

72,750,000' 

. 1,399,000 

1918. 

62,200,000 

l,19li,000 

1919 . . 

89,500,000 

1,721,000 

4920 . 

72,310,000 

1,391,000 

1921. 

• 41,131,000 

791,000 

1921 (1st Airnl to 28th May) 

5,380,000 

649,000 

Total receipts to 28th May, 1921*. 

344,521*000 
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Up to date, "Approximately 18 per cent, of the amount invested 
in War Savings Cejtificatcs has been withdrawn by the subscribers. 

By a rcsolutioft passed in Coiiinnttee in the House of Commons 
on 7th July, 1920i it was agreed tliat one-half of the futurq proceeds 
of National Savings Ceitificates should be invested in Local Housing 
Loans. ' ■' 

Early in 1921 it was announcedHLat the life of War Savings 
Certificates falling due for payment might be extended horn five 
to ten years. *' 

llio main object of the issue of War Sas'ingf Certificates was to 
attract small sums fi om the working classes. The scheme ;mcceeded 
in this object, but it is well known that a large part of th‘' actual 
receipts from sales of such ceitificates was deiiVecl from people 
who purchased the certificates on account of their non-liability 
to Income Tax deducAon. This particularly aiiplies to certificates 
sold for amounts of £200-£500. 

War ExPENDiTupE Certificates 
On 3rd June, 1916, thc“Trcasury announced that as from that 
day, until further notice. War Expenditure Certificates would be 
issued at a fixed rate of discount, which would be subject to varia¬ 
tion from time to time without previous notice. The Certificates 
were issued in amount^ of £1,000, £5,000, and £10,000, and were 
drawn for two years from date of issue. Particulars of the rate of 
discount for the time being in force was notified to applicants at 
the Bank of England. The Treasury later gave notice that from 
26th Juncj 1916, these certificates wou'd also be issued for amounts 
of £100 and £500. War Expenditure Certificates were, in effect. 
Treasury •Bills running for t.'vo years. .At, first, they were issued 
at a price of 90 per cent., which price, on the basis of annual interest, 
yielded the holder about £5 ^s. per cent, per annum. Then, when 
the Bank Rate,was raised to'6 per cent., on 13th July, 1916, the 
price of the cAtificates was lowered to £89, at which price they 
remained until thbir issue was discontinued on 1st January, 1917 
(along'with Exchequer ,JIonds), in view of the imminoace of a 
new War Loan. Since their date of first issue (3rd June, 1916), 
they yielded to the liiKchcqui'r £23,5V)1,000 net. (Total receipts, 
£29,878,500, less £6,317,500, representing cancellation'of certificates 
tendered as subscription to the War Lqfin.) War Expenditure 
Certificates have not been re-issued since 1st January, 1917. 
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Treasury Bills 


In the early months of the war, the GovernnVnt made several 
issues of Treasury Bills on the tender system. The following table 
gives the i«articulars of these issues— * * 


• 

Date Issued. 

« 

Amoiyil. 

• 

% 

Period. 

• 

Average Rate 
of Allotment. 

1914 

L 


i s. d. 

August 19 . 

15,000,000 

•Six months 

3 13 1 

26 . 

15,000,000 

.. 

."i 15 6 

September. 16 . .• 

7,500,000 

tr >r 

2 18 6* 

M • 16 . 

7,500,000 

Twelve months 

3 8 3 

October 7 . 

15,000,000 * 

Six months 

3 9 3 

.. • ‘-^1 . 

15,000,000 

,, 

3 14 11 

November 4 . • 

15,000,000 

.. 

3 13 7 

1915 




February 23 , 

10,000,000 


1 12 3 

.. 23 . 

10,000,000 

Twelve^ months 

2 17 1 

» March 30 . 

15,000,000 

Six months 

2 13 11 

* April 6 . 

15,000,000 

>• M 

3 2 1 

... 13 . . 

15,000,000 

.. 

3 14 4 

Total of Issues 

,^155,000,000 

■ 

» 



On 13th April, 1915, the Treasury announced that, until further 
notice. Treasury Bills would be issued daily, for unlimited amounts, • 
in denominations (^f £1,000, £5,000, and £1(J,000, drawn for three, 
six, or nine months from date of issue, at fixed lates of discount, 
which would be subject to variation from timi' to time without 
previous notice, the lates in force for the time being to be notified* 
to applicants at the Bank of England. Bills for twelve months were 
later added to the scheme. It' is, perhaps, worthy of n,uto that 
Treasury Bills were authorized as an investment for the money 
deposited in the Speciifl Investment Dc'partmciits of Trustee 
Savings Banks. •* 

This departure of the Treasury from the old .syfiem of telider 
for bills deserves commendation. On the new .system applicants 
know the fxact rate of discount before application. The Treasury 
is :j>3lc to regulate, to some degree, the ral;e*of inflow of money by 
altering its rates from time V) time.* , 

The discount rates on these Bills varied as follows, until the 
new system was temporarily discontinued, as from 4th January, 
1917-s- * 
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Treasury Bills at Fixed Rates 


A 

Date of Fixing. 

</. 

a 

Rates per cent 

per annum. 

3 months. 

6 months. 

9 months^ 

12 months.* 

1915 





Apnl 14 . . . 

2i 

34 

3i 

3i 

August 9 . . . 

4i ,, 

44 

44 

44 

October 27 . ^ 

4i 

‘ 4J 

5 

5 

November 12. 

5 

5 

5 

5 

1916. 





March 24 . . . 

44 

4| 

43 

5 

/uiic lb . . . 

5 

5 

5 

5 

July 14 . . . 

54 

51 

1 

b 

Speteinber 27 

54 

54 ' 


54 


The issue of nine months maturities was discontinued from 
14th July, 1916. The object of the reduction on 27th September, 
1916, in the rates of discount for six and twelve months maturities, 
from 5J per cent, and 6 pur cent, respectively (the rates in operation 
since 14th July, 1916) to tlui uniform rate of 5.J per cent., the ruling 
rate for three months maturities, was to divert as much new money 
as possible from Treasury Bills to the new 6 per cent. Excliequer 
Bonds to be issued from 2nd October, 1916, and repayable on 
16th February, 1920, on account of the longer-dated character of 
the Exchequer Bonds. For some time previous to the reduction 
in rates, the large and growing amount of outstanding Treasury 
Bills had met with disapproval from certain fihancial quarters. 
But notwithstanding the extra J per cent, interest afforded by 
investment in Exchequer Bonds, the amount of outstanding 
Treasury Bills still continued to increase after the reduction in 
rates. The amount of such bdls outstanding on 30th September, 
1916, was £1,041,488,000. ._^By 16th December it had grown to 
£l,l«48,545,000<(an increase of £107,057,000), the maximum amount 
recorded as outstanding at the end of any week during the first 
three yeafs of war. On 9th December, the amount was 
£1,14?[,471,000; on 33rd December, £1,148,116,000'; and on 
30th December, 1,115,815,000. 

The popularity of^Treasury Bills is undoubtedly due to their 

‘ Sales ceased. ♦ 

* Issue of 12 months' bills commenced on 5th May, 1915. 
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short-term character. Prior to the war, their purchaje was almost 
entirely’confined to bankj and financial houses; but the new 
system of* sales at advertised fixed rates of discou.%t soon brought 
a growing demand for them from the ordinary .investor. The 
Treasury &11 provides a convenient form of investment for insti- 
tutioi^ and sundry persons who have payments to make in the 
near future: Not only so, bijt banks, financial, houses, and many 
ordinary investors like to have the fcdling that an inflow of money 
will be available at definite dates in the near future, if then required 
for any purposes. , * , 

On Thuts’day, 4th January, 1917, the Government announced 
that no fjirthcr sales of Treasury Bills would be made at present. 
This entire cessation*was obviously due to the uninineuce of the 
new War Loan, the piospcctus of which appeared on 12th January. 
As old bills matured, and while now bills wwe not available, the 
Outstanding amount rapidly declined, reaching a minimum of 
J454,4^8,000 (on 14th April) for the third year of war. The 
reduction of £694,067,000 in tfie outstiinding amount between 
16th Decembei, 1916, and 14th April,’l917, it should be observed 
includes Treasury Bills to the amount of £130,711,950 tendered 
as subscriptions to the new War Loan, m accordance with the 
terms of the prospectus. 

The proceeds of the new War Loan having been applied mainly 
to part payment oT Ways and Means temporary advances (which 
had greatly increased after the cessation of sales of Treasury Bills) 
and to meeting ’maturing Treasury Bills, it soon became obvious, 
that the Government would be driven to an early resumption of 
sales of Treasury Bills, in the absence of sufficient receipts from 
issues of other forms of popular loaifs. On 23iil March, 1917, 
it was announced that sales of Ti’easury Bills wyuld shortly be 
resumed on the old pre-war system ,of tender, m denominations 
of £1,000, £5,000, and £10,000 as before, and drawn for three, 
six, or twelve months. The first batch of such bills offered 
amounted to £50,000,000, to be tendered for on Fifiday^ 30th 
March, and paid for on Tuesday, 3rd April. • The result of the offer 
wa? that applicants for three montlts’ bills at £98 16s. 3|d. and 
above, and for six months’ bills at £97 11s! 2d. and above, had 
their tenders accepted in full. ^Tenders for .twelve months’ bills 
at £9.^ received about 98 per ceuj. of the amounts applied for. 
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Further issues of Treasury Bills on the tender system (until its 
withdrawal in June) arc shown in the following table— 


Treasury Bii*,s Issued by Tender During Third Year of War. 
Minimum Prices Accepted for Part or Whole of the Bills 

[Average Rate not di!ydosed by I'reusury) 


Date of 
Bills. 

Amount 

offered 

, Three 
Months 

Six 

Months 

Twelve 

Months. 


1917 

£ 

4 

5 


£ 

s 

d 

/ 

5 

d 

A^nl 

3 

50,000,000 

98 

16 

■-H 

97 

11 

2 

95 

0 

0 

17 . . 

50,000,000 

98 

16 

4 

97 

11 

n 

95 

0 

OJ 


24 . . 

50,000,000 

•’98 

15 

10 

9/ 

10 


' 95 

0 

0 

May 

1 

20.000,000 

93 

15 

9i 

97 

10 

lU 

95 

0 

0 

8 . . 

20,000,000 

98 

15 

lOJ 

97- 

11 

(> 

95 


6 


15 . . 

25,00(1,0(10 

98 

15 


97 

11 

54 

95 

2 

6 


22 . . 

20,Odd,000 

98 

16 

Ot 

97 

12 

1 

95 

2 

6 


29 . . 

30,000,000 

98 

15 

Hi 

97 

12 

0 

95 

2 

6 

June 

S . . 

40,000,000 

98 

15 

»i 

97 

U 

10 

95 

2 

6 

12 . . 

25,000,000 

98 

16 

0| 

97 

12 


95 

2 

,, 

19 . . 

25,000,000 

98 

15 

95 

97 

11 

10 

95 

2 



Total of issues £355,000,000 


It is not possible to deduce the average rates of discount at which 
the various batches of bills issued on the tender system during 
the third year of the war were placed with purchasers, on account of 
the meagre amount o^ information the Treasury published concern¬ 
ing the allotments. All that it is possible to state is that the bills 
issued since the resumption of sales on 3rd April, 1917, were placed 
' at rates at least less by | to J per cent, than the 5J per cent, rate 
ruling ait the time of the cessation of fixed rate sales on 4th 
January, 1917. 

On Monday, 23rd April, 1917, it was’announced that, in addition 
to definite amounts of Treasury Bills being offered for sale from 
time to time on the system of fender, applications would also be 
reedved from 28th April for limited amounts of bills at advertised 
fixed rates of discount, such rates, in the event of tenders for 
an issue of bills having been received duiing the preceding seven 
days, to be less than the average rates of allotment in respect of 
such issues. Obviously, with the desire not to divert the ordinary 
investor from the new issue of 5 per cent. Exchequer Bonds (which 
issue commenced o.i 13th April, 1917) to Treasury Bills, the 
Treasury also announced that-applicatfons for Treasury Bills at 
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fixed raties of discount would only be received frofii banks and 
discount houses, the minimum application to bo>for £25,000. The 
advertisecf fixed rates for bills purchasable under tlfis scheme, until 
it.s withchawal in June, are shown in the table«pp*ended— 


Fixed Rates for ''Intermediate” Tv-asury Bills 


• Date Rate 

i Three Months % i 

j Six Months. • 

■ Twelve Months. 

Fixed. 

Price 1 

Rate. ' 

1 

Price. 

f 

i Rate 

Price. 

' Rato 

1917 

' £ \ d i 

1 

o/ 

i ^ ^ 

% 

' £ s 4 

' % 

April 28 

98 1(1* lit ' 

*1 1 

i 97 13 7J 

: n 

95 2 6 


May 5 f . 

98 16.8t 

; 

i 97 13 71 

1 • 

: 

; 95 3 9 

, 

4p; 


After eleven Issues under the tender system, aggregating to 
£355,000,000 since the end of March, 1917, the Treasury announced 
^on Monday, 18th June, the discontinuance tif the tender system 
^nd the resumption, from 19lh June until further notice, of daily 
sales of Trea ,ury Bills at fixed rates of discount, subject to variation 
from time to limc without previous notice. The bills were to be 
issued in amounts of £1,000, £5,000, and £10,000, and to be drawn 
for three, six, and twelve months. The suspension of the tender 
system restored the Treasury Bill pioccdurc practically to what it 
was when the daily sale system was discontinued on 4th January,. 
1917. Payment fpr bills issued on the neV daily system might, 
however, be made to the Bank of England not later than the day 
following the sale. On the former daily system, payment had to 
be made on the day of issue. Tlie rate for three and six months’* 
bills offered for sale was fixed at 4| per cent, on 19lh June, and 
laised to. 4^ per n nt. on 3rd 'July. Thereafter, seveial changes 
weie iii.ade at dilferent (kites. No offer was made of twelve 
months’ bills until 19tA March, *1920, presumably because the 
Treasury wished to encourage pfirchxies of 5 pel cent# Exchequer 
Bonds. ' • • 

On 24th August, 1917, it was announced that periodical issues 
of British, Treasury Bills would be placed on the mone’y mqiket of 
tl|p United States, the total amounf "then authorized being 
$150,000,000. 

The issue of Treasury Bills (and National War Bonds) ,was sus¬ 
pended from 31st May, 1919, in view of *hc imminence of the 
issucCof the Victory Loan on 13th June, 1919. 
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Daily sales of Treasury Bills were resumed by the Government 
on 14th July, 1959, for two, three, and six months’ maturities. 
The two months were, however, withdrawn a month later, on 
14th August. Six '.nonths’ maturities were withdrawn from 19th 
March, 1920, and rcjslaccd by yearlings. On 29th April, 1920, it 
was announced that twelve months' Treasury Bills were no longer 
on offer, and that ihree months’ bills would henceforward not be 
issued in lower dciioniinations than £5,000. Resumption of sale 
of yearling bills cominei'ccTl on 11th March, 1921. 

The following table shows the discount rates on Treasury Bills 
issued on the “ fixed rates ” system since ISth June, 1917— 


Tre.ssury Bii.ls at Fixed Rates 


Date of Fixing 


Kates per cent, per annum. 

2 months 

3 

months 

6 months 

12 months. 

1917 

June 19 . . . 



4.1 


— 

July 3 . . . 

— 


41 

n 

_ 

Dec 27 . . . 

.— 


4 

4 


1918 






Feb. 14 . . . 

— 



3J 

— 

1919. 






May 31 (Sales 

— 


— 

— 

— 

suspended) . 

July 14 (Sales 

'n 


31 ; 

4 

_ 

resumed) 






Aug. 14 . . . 

— 


3S 

4 

— 

Oct 6 . . . 

— 


4i 

5 

— 

vNov. 7 . . . 

-- 


54 

H 

— 

1920 






March 19 . 

— 


5J 

— 

54 

April 14 . . . 

— 


3i 

— 

6i 

29 . . . 

— 


•ii 

— 

— 

1921 





March 11 . . , 

— 


6 

—i 

6 

Apnl 21 . . . 

— 


1 

— 

6 

26 . . 

— ' 


1 

— 

SJ 

June‘'23 . . ^ 

— 


1 

— 

5i 

30 



1 

H 

— 

July 7 ^ 



1 

— 

— 

1 Fi>t'’rate see particulars and table 

on the next page 



On 11th April, 192G the Clwncellor*nf the Exchequer announced 
in the Koiise of Commons a system of weekly sales by tender of 
Treasury Bills of fixed amounts, to be initiated on Thursday, 
21st April, which is still in ojieration at the time of writing. 
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Tenders jiiust be made by or through a bank, discount house, or 
broker, and the minimum •amount that is considered is £50,000. 
Tlic bills a*re issued m denominations of £5,000 and |^10,000 and arc 
dated at tiv option of the tenderer on any busiiTess''day during the 
following week, hi addition to the bills offered for tender, applica¬ 
tions Hre received for “additional” Treasury Bills, to bo dated 
tJie business' day next succeecSiig the date of ajiplication, at rates 
advertised each week, such rates being based on, but being less than, 
the average rate at which bills of like ?enor were sold by tender 
on the 'nmi^day of the preceding week. Since the system com¬ 
menced on* 21st April, both classefi of applications have been 
confined to three month matinities. Twelve month bills were 
not alfeeted by tiV now arrangements, but the rate for such bills 
was reduced from 6 to 5j on 26tli Apiil, and to 5J on 23rd June. 
A week later, on 30th June, yearlings were'withdrawn and six 
month maturities offered at the same rate. On 7th July, the 
latter \'*ere withdrawn from sale. 

The followin;' tabic shows the resultij of the tender system since 
it again came into opeiv^tion on 21st Apiil, 1921, and up to 8th 
July, 1921, the rate for "additional” bills being shown m the 
last column. 


Treasury Bills Issued by TF.fjnER 
, {Three Month MaturtUes) 


Date 

Amount 

Ottered 

Amount 
Applied for 

Average Rato of 
Discount of 
Tenders Accepted 

Rate for Addi¬ 
tional 3 Month 
Bills 

1921. 

i 


fed 


Apnl 21 

50,000.000 

51,930,1^00 

5 19 3-95 

Sf 

Apnl 28 

50,000,000 

• 76,735,000 

6 14 5 64 

5} 

May 5 . . 

50.000,000 

94,620,000 

5 12 1M8 

5| 

May 12 

45,000,000 

93,355,000 

5 11 2-81 • 

Si 

May 20 

45,000,000 

65,565,000 

,6 14 1102 

> H 

May 27 

55,000,000 

72,490,000 

5 13 1-83 

51 . 

June 3 

55,000,000 

84,775,000 

5 12 106 

> 51 

June 10 

40,000,000 

83,975,000 

5 12 2 28 

SI 

June 17 

40.000.000 

82,670,000 

5 10 1 06 ■ 

• Si 

lune 24 

55,000,000 

96,485,000 

5 6 8-89 

5 

July 1 .* 

60,000,000 

77,540,000 

5 I7’i 3 34 

5 

July* 8 

55,000,000 

117,220,000 

5 3 6 64 

4J 


It is obvious*from the above table that since the tender System 
was resumed, discount rafes have materially moved m favour of 
the Government. 





160 


BRITISH FINANCE, 1914-1921 


The follovfilig table shows the amount of Treasmy Bills out¬ 
standing at yearly intervals since 7th August, 1915— 

Treasury Biits Outstanding 



At 

Amount 

Outstanding 

r 

Increase -f 
Decrease - 

August 7, 
„ 5. 

1915 . 

t 

236,322,000 

i 

+ 220,822,000 

1916 . 

856,557,000 

+ 620,235,000 

4, 

1917 . 

757,977,000 

- 98,580,000 

„ 3, 

1918 . 

1,055,027,000 

-1- 297,050,000 

.. 2, 

1919 . 

749,678,000 

- 305,349,000' 

July 31, 

1920 . 

1,058,348,000 

+ 308,67(I;000 

July 23, 

1921 . 

1,207,187,000 

4 148,839,000 


The amount of Tieasiuy Bills outstanding at clitfi icht times in 
each year has been greater than the amounts shown m the above 
table. The proceeds ol War Loans has usually only reduced 
such amount temporarily. At the end of 1918, Treasury Bills 
outstanding amounted to £1,094,740,000. At the end of 1919 the 
amount was £1,106,150,000. Its lowest point during 1919 was 
£628,000,000 on 12th July. At the end of 1920 the amount 
outstanding was £1,102,109,000. 

Treasury Bills held by the Joint Stock Banks are a very powerful 
means at their disposal for increasing their balances at the Bank 
of England. By omitting at any time to renew at maturity, they 
compel the Government to borrow from the Bank of England in 
' the form of Ways and Means Advances, unless the Government 
is able to meet the maturing bills out of the proceeds from War 
Loans pr receipts from taxation. Furthermore, any increase in 
their balances at the Bank‘of England places the Joint Stock Banks 
in a position do take further supplies' of Currency Notes from 
that institution. Treasury tBilN are therefore an excellent invest- 
meftt for th«*Joint Stock Banks, but the sooner such bills and 
Ways and Heaps Advances are considerably reduced, the better 
wULho the*financial position of the country as a whole. The floating 
debt is responsible for^i large amount of the inflation that has taken 
place since the year 1914. It has, in fact, provided part of the 
so-callpd cash basis of the great expansion in bank,credit. As this 
temporary cash ba«is is reduced in the future, so must there 
nec^sarily be a considerable reduction ifi bank credit. 
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Ways and Means Advances 
The araounl of temporary advances outstanding 


At 5th August 

1916 

was ,(53.396,090 ' 

4th „ 

1917 

£246,131,000 

M ‘^rcl ,, 

1918 

„ £323,414,000 

., 2nd „ 

1919 

£431,577,000 

,, 3Ist July, 

i9i0 

£203,841,000 

,, 23i(l 

1921 

„ .£145.474.000 


As in tlie case of Treasury Bills, the amount of Ways and Means 
Advances outstanding at different tunes m cacli year has fluctuaicd 
coiisiderab^, decreasiis taking placei after the ingathering of the 
proceeds ^)f War Loa^is. Ways and Means Advances, which were 
£455,100,()()() at tTie en<l of 1918, rose to £930,500,000 on 12th July, 
1919, but by 31st December, 1919, they had diminished to 
jf243,174,000. Since the coinmenceineiit of April, 1920, the Treasury 
ill its returns has made a separation of Ways and Means Advances 
by the^tank if England from tho,se by Public Departments (figures 
for a year pre\ s aisly also being given for th'e purpose of coniparison). 

The'Floating Debt 

The floating debt on 4th August, 1917 (outstanding Treasury 
Bills plus outstanding Ways and Means Advances) amounted to ‘ 
£1,004,108,000, on 2ud August, 1919, to £1?181,255,000 ; on 31st 
July, 1920, to £1,262,189,000; and on 23rd July, 1921, to 
£1,352,661,000. . 

Though considerable reduction was effected m the floating debt ^ 
during the last six months of 1919, the table on following page shows 
no further.net reduction effected’since the end of that year , 

An interi sting item in this table is the outstanding amount, 
on 30th June, 1919, of £529,000,000 advanceil by the Bank of 
England to the Government. On 12th*July, 1919, siicii advances 
had grown to £703,000,000. These large amounts 'are not to be 
reconciled with the amount of Government Securities in the Banking 
Departmei^, which on 25th Juno, wi re £67,000,000 ; on 2nd-5ifly, 
£99^00,000 , and on 9th July, £137,000,00tf.' The large outstanding 
amounts of Bank of England •advances on tlje named dates have 
pre.sumably some connection with Government borrowings«of the 
spare balances of other banks, thr^ugh the mifilium of the Bank of 
England, a subject whicli was considered in the last chapter. 

11 —( 1723 ) * 
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Outstanding Amounts in Million £‘s. 


At 

Treasury 

Bills. 

Ways anc 

1 Means Advances. 

Total 

Floating 

Debt. 

By Bank of 
England. 

By Public ' 
Departments. 

Total. 

1914 Aug. 1‘ . 

1.S 

■ 

(Not separ 

atecl) ; 

1 

16' 

I91.S Nov. 9> . 

1,124 

(Not separ 

ated) ! 

366 

1,490 

1919 June .30’ . 

796 

, 529 

245 

774 

1,570* 

„ Dec, 31 . 

1,106 

56 

187 ! 

243 

1,349 

i930 March 31 . 

1,107 

— 

205 

205 

1,312 

„ Juno 30 . 

l,O.S0 

70 

174 

244 

1,294 

,, Sept. 30 . 

1,139 

— 

1'43 

143 

1,282 

„ Dec. 31 . 

1,102 

87 

219 1 

306., 

1,408 

1921 March 31 . 

1,121 

— 

174 I 

154 

1,275 

„ June 30 . 

1,222 

39 

113 1 

152 

1,374 

„ July 23 

1,207 

18 

127 

145 

1,3,52 


‘ War declared between Great Britain and Germany, 4th August, 1914. 

* Armistice made with Germany, llth November, 1918. 

* Peace Treaty signed 28th June, 1919 ' 

* Highest outstanding amount at any time. 

On 23rd July, 1919, the Bank of England ceased to allow interest 
on three-day deposits made by the other banks, and it is note¬ 
worthy that from this time Bank of England outstanding advances 
to the Government (according to Treasuiy Returns) rapidly 
decreased, but the outstanding amount of Treasury Bills showed 
considerable expansion. 

Ways and Means Advances by Public Departments presumably 
represent sums past due or duo to the spending departments 
from the Treasury. Part of such advances may also represent 
loans by Public Departments out of actual balances standing to 
their credit at 'the Bank of England. 

a « 

4 

Exchequer, Natiohal War. and Treasury Bonds 

fihCHEQUER Bonds. Early in March, 1915, the Treasury made 
an issue of £50,000,001) Exchequer Bonds in the form of fiveTVear 
3 per cent, bonds. (The system of tendering without a minimum 
price v/as adopted, and the result was that the tc-tal applications 
amounted to £72,0W,00O, while the average price accepted was 
about £3 18s. Tlic net Exchequer receipts were £47,942,345. 
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On 16tli December, 1915,'j;he Treasury announced that Exchequer 
Bonds, CiJrrying interest at £5 per cent, per annuili and repayable 
at par or^ 1st December, 1920, would be issued daily, for an 
unlimited amount, in denominations of £100, £200, £500, £1,000, 
and ^£5,000. The bonds were obtainable tltrough the Bank of 
England oi* any other bank. • It was also stated that in the event 
of future loans (other than issues made'abroad or issues of Exchequer 
Bonds, Treasury Bills, or similar short*dated securities), bonds of 
this issue would be accepted, together with all undue C(flipons,,as 
the cquiv.dent of ca'jh for subscription to any such loan. On 
10th January, 1916, similar bonds were issued in denominations of 
£5, £20, and £59 at* Money Order offices. Subscribers at their 
option might leave thc'ir bonds in the custody of the Post Office. 

It was later announced that applications for the small bonds could 
Tilso be made at all the banking institutions in the country. 

The jssuc of Excheejuer Bonds repayable on 1st December, 1920, 
ceased on i t June, 1916; but" apphcaiions were still accepted 
for 5 per cei.t. Exchequer Bonds repayable on 5th October, 1919, 
or on 5th October, 19^1, at the option of the applicant. On 
25th May, 1916, it was announced that Exchequer Bonds issued 
through the Post Office would continue to be 5 per cent, bonds, . 
in denominations of £5, £20, and £50, mafuring 1st December, 
1920. 

On Wednesday, 27th September, 1916, the Treasury announced 
the cessation of sales of the Exchequer Bond issue repayable. 
5th October, 1919 ; and the ftsue from 2nd October, 1916, of new 
bonds repayable 16th February, 1920, bearing interest at 6 per 
cent, per annum, payable half-yearly iffi 16th February and 16th 
August, in denominationst of £100, £200, £500, £1,(100, and £5,000, 
as before. The prospectus also stated (as in the case qf the 5 per 
cent, bonds and the 4| per cent, loan) that in the event of future 
loans (other than issues made abroad or issues of Exchequer Bonds, 

• 

^ Tlxis d^c marks the commencement of^tke day-to-day system oi 
bor»wing from the gcneial public, which has bince proved very successful. 
Six weeks previously, namely, oi^4th November, 1915, Mr. A. H. Gibson, 
a member of the British Association for the Advancement of Science, suggested 
in a letter to the* Treasury that the Government should adopt a day-to-day 
system of borrowing, in a form that would attract* subscnptions from the 
general, public In an article that appeared in the Bankers' Magazine for 
August, 1915, Mr. Gibson expressed his opinion that at least £100,0(K),000 a 
month could be attracted itom the public under certain conditions. , 
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Treasury Bills, or similar short-dated securities) being raised by 
H.M. Government for the purpose of carrying on the war, bonds 
of this issue would be accepted as the equivalent of cash to the 
amount of their face value for the purpose of subscription to any 
such loan, interest accrued to the date of the siurender of ajiond 
to be paid in cash. 

The issue of 5 per cent. Exchequer Bonds was entirely suspended 
after Friday, 20th October, 1916. A Post Office issue of the 6 per 
ceiE. bonds in denominations of £5, £20, and ^^50 became available 
on Monday, 16th October, 1916. 

The object of the Government in raising the rate of interest on 
Exchequer Bonds was threefold ; first, to c^uicken the inflow of 
loans of a comparatively short-dated character until a favourable 
opportunity presented itself for the issue of a long-dated spi'ctacular 
loan ; second, to stabilize the. neutral ('xchaiiges by attracting 
foreign money ; third, to endeavour to deflect new money fiom 
Treasury Bills into Exchequer Bonds, on account of the longer- 
dated character of the latter. To help the latter intention. Treasury 
Bill rates for six and twelve month maturities were reduced on 
Wednesday, 27th September, fi om 5| and 6 per cent, respectively 
to the uniform rate of per cent., the ruling rate for three-month 
maturities. For son\'‘ time previous to the introduction of the 
new issue, sales of Exchequer Bonds had exhibited a tendency 
to decline. Exchequer receipts from this source of borrowing 
, averaged only £4,383,000 per week for the quarter ending 30th 
September, 1916, as against £21,530,000 per week for the same 
period from increase in the amount of outstanding Treasmy Bills, 
which, (in 30th September, 1916, amounted to £1,041,488,000. 

The introduction of 6 per cent. Exchi'quer Bonds occasioned a 
general chorus of criticism from all financial quarters. It was felt 
that, the raising of the rate of interest was a mistaken policy. 
There was rnuch resentment at the idea that British credit had 
depreciated to such an extent as to require the stimulus of a 6 per 
cenT^bate of interest f,p,support an adequate flow of new money. 
As was to bo expected, the announcement of the new issue had an 
immediate and disasttous effect on tfie market value of all existing 
investinent securities^ According to the compilations of the Bankers’ 
Magazine, the aggregate market value of 387 representative securi¬ 
ties fell in the period 20th September-20lh October, 1916, from 
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£2,896?390,000 to £2,831,082,000—a difference of £65,000,000. By 
20th NJvember, there was a further depreciation of £33,000,000 ; 
and by J8th December, *a further depreciation*of £39,000,000. 
For the month ending 20th September (before 6^er,cent. Exchequer 
Bonds were issued) tlicre had been a depreciation of only £2,106,000, 
and ^or the month ending 19th August an actual appreciation of 
£5,314,000. , . 

Holders of the 4f per cent, loan •manifested considerable dis¬ 
pleasure at the introduction of the 6 ger cent. Exchequer Bonds. 
The new issue appemed to them to indicate the Tieasui*y’s int;;n- 
tion to de(,ef as long as possible the exercise of the option possessed 
by holders of the 4.V per rent, loan of converting into any future 
issues of a long»dat«d chaiarter. Between 27th September and 
3rd October, the maiket price of the 4J per cent, loan fell from 
£96 to £92J, and holdeis began to fc.ar thi^t their "conversion- 
eights ” had no value. They wia'c, however, to some extent 
•reassured by a statement in the House of Commons by the 
Chancellor c.' the Exchequer to'lhc effeft that a long-dated loan 
would follow 111 due course, in wliAh all undertakings to the 
holders of the 4| per ci’nt. loan would be amply fulfilled. 

Possibly this much-criticized issue of 6 per cent. Exchequer 
Bonds was due to the fact that the Government of the day did. 
not sufficiently realize that, as tune goes oa, the rate of inteiest, 
in itself, has less •and less mflueiiee m attracting War Loans of 
sufficient amount, the main factois making for large aggregate 
subscriptions being widespread, continuous appeals to patriotism 
every conceivable facility fur .the public making applications ; 
popular foims of loans ; and an.occasional gentle hint, jiarticnlarly 
to those quarters when* resources av.^lable for loans art; known 
to be laige, that compuliory investment will be necessary if suffi¬ 
cient amounts of voluntary sub.scrip^ions are not continuously 
forthcoming. Some allowance should be made fw the facUthat 
a high rate of interest has some influence in encouraging 
people to save and in preventing extravagance *aiid onnec^ary 
consumptiftn. . • 

'Brcasiiry sales of 6 per cent. Exchequer Bonds were discontinued 
on Monday, 1st January, 191^, partly m vieV of the imminence of 
the issue of tlm long-promised new War Loay. 

The following table shows the weekly Exchequer receipts from 
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sales of 6 po/ cent, bonds since they were first issued on 2nd 
October, 1916— 


■' Six per Cent Exchequer Bonds 


{Repayable 16th February, 1020) 


Week endbig 
Oct. 7, 1916 



14, 



21. 



28. 


Nov 

4. 



H. 



18. 



2.S. 


Dec 

2, 

9. 

16, 



23. 



30. 


Jan 


1917 


„ 7 to Feb 17 

Keceivcd Utcr . 


Exchequer Receipts. 
20,621,000 
16,006,000 
13,279,000 
14,231,000 
12,479,000 
'2,726,000 
12,508,000 
10,192,000 
12,212,000 
I 9,480,000 
10,025,000 
6,251,000 
9,194,000 
1,327,000 
420,700 
48,865 


Total Receipts . ;£161,000,565 


Tlie fact that the weekly receipts rapidly declined after a few 
weeks, proves that the rate of interest in itself was not sufficient 
to maintain the early rate of sales. 

A prospectus of a new daily issue of 5 per cent. Exchequer 
Bonds was published on Friday, 13th April, 1917. Bonds of this 
issue are repayable at par on 1st April, 1922 ; but a holder, on 
giving three calendar months’ notice an the prescribed form, might 
require repayment at par on 1st October, 1919. They were issued 
in denominations of £100, ,£200, £500, £1,000, and £5,000, as in 
the case of the earlier issues. Tt was staged in the prospectus that 
bonds of this issue would be accepted at their nominal value, with 
due allowance,for any unpaid interest thereon, by the Commis¬ 
sioners of Inland Revenue in satisfaction of amounts due on 
account of. Death Duties or of Excess Profits Duty, and by the 
Minfftry of Munitions in satisfaction of amounts due onuiccount of 
Munitions Exchequer Payments ; provided, in the case of Death 
Duties, that such bonds have formed part of the estate of the 
deceasdd continuously up to the date of death from the date of 
the original subscription, or for a period of not less than six months 
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immediately preceding the date of death ; and, in the case of 
Excess Profits Duty or Munitions Exchequer Payments,^ that they 
have bee^ held continuousfy by the firm, company,or other person, 
liable for such duty or payment, since the datq of the original 
subscription or for a period of not less thaif six months before 
such^duty or payment becomes due and payable. 

A Post JOfiice issue of th^ ijew 5 per cent^ bonds commenced 
on Wednesday, 25th April, in denominations of £5, £20, and £50. 

On 22nd September, 1917, it was announced that the existing 
issue of 5 per cent. Exchequer Bonds would be discontinued. 
Five days,lhter, on 27th September, 1917, the Premier announced 
to bankers the terms of issue of a new class of bonds, to be known 
as National Waf B*nds, applications therefor to be received on 
and after 2nd October, 1917. This issue later became known as 
the first series. During the first three ycarij of war, the Govern- 
•ment had repeatedly urged upon it the desirability of changing 
*the eiyression " Exchequer Bond ” in future issues into one more 
likely to atlr.i.'t loans from the masses, ajid bearing some reference 
to the war. a second seiies of Natiolial War Bonds came on sale 
on and after 2nd April, f918 ; a third scries on and after 1st October, 
1918 ; and a fourth and final series on and after 1st February, 1919, 
until withdrawn on 31st May, 1919, in view of the imminence of^ 
the Victory Loan. Wlien a new series began^ sales under the former 
series ceased henc^'forth. The different types of bonds issued in 
each series are shown below— 

FIRST SF.RIES 

. Kepayal>lc 1st October, 1922, at 102% ; 

. Repayable •Ist October, 1924, at 103% , 

. Repayable 1st October, 1927, at 105'){, ,♦ 

. Repayable Ist October, 1927, at lOO^o 

, • 

Price of Issue, ;{100 per cent. 

» « 

SECOND SERIES 

. Repayable 1st April, 1923, at 102% , 

Repayable 1st April, 1925, at 103% , 

. Rojiayable 1st April, 1928, at 105% ; 

. Repayable 1st April, i9£8, at 100% ; 

Price of Issue, £100 per cent. 

‘ The Fmanch Act of May, 1917, merged the Munitions Levy •into the 
Excess Profits Duty. • • 

* Income Tax compounded. 


5% Bonds 
5% Bonds 
5% * Hondb 
4% Bonds 2 


5% Bonds 
5% Bonds 
5% Bonds 
\% ^onds* 
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, THIRD SERIES 

5% Bonds . Repayable 1st September, 1923, at 102% ; 

5% Bonds . Repayable 1st September, 1925, at 103% ; 

5% Bonds . Repayable 1st September, 1928, at 105% ; 

4% Bonds* . Repayable 1st September, 1928, at 100%. 

IVice of Issue 5% bonds, /lOO per cent, 4% bonds, ;^101 10s per cent. 

FOURTH SERIES 

5% Bonds . Repayable 1st Februaiy, 1924, at 102% ; 

5% Bonds . Repayable 1st February, 1929, at 105% , 

4% Bonds* , Repayable 1st F'ebruary, 1929, at 100% 

P-ice of issue: 5% bonds, ,^100 per cent; 4% bond., ^101 10s per cent 

The bonds were issued in denominations of £50, ;flW, £200, 
£500, £1,000, and £5,000. Holders, aecoiding to the conditions 
laid down in the prospectuses, acquired the following important 
rights— 

National War Bunds will be accepted at their nominal value, 
with due adjustment in respect of interest, by the Commissioners 
of Inland Revenue in satisfactiori of amounts due on account of 
Death Duties, Excess Profits Duty, or Munitions E.xchequer Pay¬ 
ments, subject to certain conditions as to length of time of 
ownership. 

, Holders of the 5 per cent, bonds may, during certain periods 
in each year, convert'their holdings into 5 per cent. War Loan, 
1929-1947 ; and hokh'rs of the 4 per cent, bonds may convert 
their holdings into 4 per cent. War Loan, 1929-1942 (Income Tax 
jcompounded). This conversion right did not appfy to the fourth 
series of "bonds. ‘ 

In the event of future issues ( ither than issues made abroad 
or issued’ of Exchequer Biwids, Treasury' Bills, or similar short- 
dated securities) being made by the Gov'rninent for the purpose 
of carrying,on the war, Na.tional War Bonds will be accepted at 
par as the equivalent of cash for the purpose of subscriptions to 
such issues, and an allowance will be made for any interest accrued 
on bonds so accepted. This conversion right did not apply to the 
fourth'series of bonds., , *' 

Provision was also made in the prospectus of the fourth series 
for the conversion of 4| per cent. War Loan, 1925-1945 ; 5 per cent. 
Exchequer Bonds, 1919, 1920, 1921 ; and 6 per cent. Exchequer 

> Income Tax compounded. * 
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Bonds? 1920, into National War Bonds during the continuance of 
the issiie of such bonds. ^ 

The vtu'ious issues of National War Bonds were exceedingly 
successful, the total Exchequer receipts from this fprni of borrowing 
being £1,’^32,793,516. * 

It. may be mentioned that, in order to utiinulate the sale of 
National War Bonds, an a[r:vigeinent was yrade at the end of 

*May, 1918, by the Chancellor of the Exchequer with the banks 
whereby tin- latter agreed not to alViw more than 3 per cent, 
inten'st to depositors. On 30th July, 1919, this agre«incnt ,was 
cancelled , * 

Six nijinths after the closing of tfie lists for applications to the 
Victoiy Loan, the Gfivernment announced, on 19th January, 1920, 
another issue of Exchequer Bonds, bearing interest from the date 
of putchasc at 5J per cent, per annum, payable half-yearly, on 1st 

• February and 1st August. The war with Germany having tcr- 

* inmatcd, the new issue I'ould not well be termed “ National War 
Bonds.” Tl •• proceeds of this loan wer.c intended to meet about 
£200,000,000 i'..xchequcr Bonds matitring during 1920. The new 
bonds, which were issiled at par, are repayable on 1st February, 
1925, but a holder may give notice during the month of January 
in either of the years 1921, 1922, oi 1923 requiring repayment of. 
the bonds at par on 1st February in the year next succeeding that 
in which such notice is given. Under no circumstances may notice 
once given be subsequently withdrawn. 

Applications dor the bonds had to be for the full amount, instal; 
mont payments not being accepted. They were issued in the 
denominations £50, £100, £200, £500, £1,000, and £5,000. The 
prospectus also stated that holders of ^ per cent. Exchequer Bonds 
due 16th February, 1920, 3 per cent. Exchequer.Bonds due 24th 
March, 1920, and 5 per cent. E.xchequer Bonds due 1st December, 
1920, might surrender such holdings and receive in cxcjiangc 
therefor similar holdings of like amounts of bonds of the present 
issue. The application lists opened on 20th January. The list 
for convefsion applications closed on 14th,Febiuary, and tor cash 
apfilications on 28th February, 1920. 

On 24th February, 192(J, the Chancellor of the Exchequer 
announced in the House of ^mmons tlje result (subject to 
correction when the final figures, were available) of conversions 
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of maturing Exchequer Bonds into the new per cent, issue. 
Conversion options were exercised in respect of £98,996,000 out 
of a total of £198,225,000 of the three issues maturing ,in 1920. 
Particulars with regard to the tliree issues were given as follow,s— 


Maturing Bonds. , Conversif'ns. 


6% Bonds maturing 16th February— 
Bank of England ‘ 

Post Office . . . ’ . 


tt 


3% Bonds, maturing 24th March - 
(No Post Office issue) . 

5% Bonds, maturing Lst December— 
Bank of England* 

Post Office .... 


* Including Bank of Ireland. 


£ 

121.592.000 i 
8,317,000 

£ 

59,974,000 

4,450,000 

129,909,000 

64,424,000 

21,540,000 

13,174,000 

37,376,000 ' 

17,818,000 

9,400,000 . 

3,580,000 

46,776,000 : 

21,398,000 


In answer to a question in the House of Coniinons on 3rd March, 
1920, the Chancellor of the Exchequer stated that it was not yet 
possible to give exact figures for the cash subscriptions to the 51 per 
cent. Exchequer Bonds, but the amount exceeded £60,000,000, 
making with tlie conversions a total of not less ^han £160,000,000. 
These results were very much better than had been anticipated. 
Out of the total of £198,200,000 of Exchequer l.^onds maturing 
during 1920, £138,500,000 had been provided towards the 
£156,400,000 maturities in Eebuiafy and March, and £21,500,000 
towards Che £46,800,000 maturity of 1st Pcccmber. 

Government returns later showed that fhc exact amount of the 
cash subscriptions to the 5J per cent, bonds was £67,215,784. 

An entirely ijew class of'bonds, known as 5-15 year Treasury 
Bonds, came bn daily issue from 3rd May, 1920, in denominations 
of £50. £100. £260, £500, £1,000, and £5,000 (Post Office issue, 
£5, Jto, and £50). In announcing the forthcoming new issue, tlie 
Chancellor of the Exchequer, in the House of Commons, on 23th 
April, 1920, made the following statement— 

I have decided to offersfor subscription on and after Monday next, 3rd May, 
a new Government bond. The terms of the issue will be as follows— 
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A fi\ 4 e-fifteen year iTreasury bond issue ; price : par. Interest payable 
half-yeajly on 1st May and 1st November. The bond will’be repayable at 
par on 1st May, 1935, but there will be an option both to the Treasury and 
to the holder on giving one yAir’s notice m April, 1924, or in any subsequent 
April up to and including April, 1933, to secure repaymentat par on 1st May, 
1925, or any subsequent 1st May up to and including l§t May, 1934 
The bonR will carry interest at the mimnium rate oi 5 per cent, per annum, 
and will also carry additional interest payable dunng the period ending 
1st I^ay, 1925, as follows— * 

If and wjion during any half-yc^ir ended 1st May or 1st November, the 
•Treasury bills issued to the pubAc were sold to theift at an average rate of 
discount exceeding 5J per cent and nnefer 6.} per cent per annum, then 
additional interest will be payable on the interest date next succeeding such 
1st May or 1st November at the rate of 1 per cent per annum 

If and when such 3*rerage rate of discount on Treasury bills*was 6J^per 
cent per nnfium or over, then the additional interest will be at the rate of 
2 per cent* per annum • » 

The fir.'it interest payment on 1st November, 1920, will represent interest 
from the date of p^rchr*?e at the rate of 5 per cent per annum plus additional 
interest at the rate of 2 per cent per annum (i e. 31 per cent for the half- 
\ ear). I'hc bonds will remain on issue till further notice. The entire proceeds 
of the issue will be applied to reduction of the floating debt 

'The House will see that the arrangement m regard to interest is designed 

* to protect the holder of the bond .igainst capital depreciation when rates 

* for short money are high, while at the same tunc the taxpayer is protected 
agams? the ^den of paying a higher interest than 5 per cent over a long 
period This .n, ingcinent will also, it is hoj)c»l, prevent the new issue from 
causing further .apital depreciation upon etcisting Government issues. 


The above issue was withdrawn on 30th October, 1920, but a 
new issue, known as scries B, and healing Jlie same conditions as’ 
the first, was otfcied to the public fioni 1st November, 1920. This 
second issue was wit lull awn on 30th April, 1921, and was not 
replaced by any further series of the same class. 

Tlie actual Exchequer Receipts from issues of 5-15 year Treasury 
Bonds were £23,582,168 up to 28th May, 1921. This very poor 
response'to fhe two issues may be attributed to three causes: 
first, want of fixity in the rate of iiytercst ; second, lack of sufficient 
advertisemi'iit and continuous Press appeals to’subsciibc ; and 
thiid, lack of iiiiniediatcly available lifnds by the investing public. 
As pointed out elsewhere in this book, the issue of the greaf War 
Loans caused a large transference, after Govtniniejit disburse¬ 
ments, of« credit from deposit to current accounts at thc'lninks. 
It Wll probably be several ycai's yet before many of the investing 
class of depositors are able lo build up thtir accounts again, and 
the banks cxp'ei leiice the pre-war customary distribution of liabilities 
over deposit and current accoufits. 
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Total Receipts from Day-to-Day System of Borro<\'ing 
(Exclusive of Treasury Bills) 

The total lixchcqucr receipts from daily sales of the various 
issues of hlxeliequer Bonds, National War Bonds, Treasmy Bonds, 
and War and National Savin,qs ('ertifieales since the commencement 
of the recent wai and up to dlst March, 1921, are shown m“thc 
following table— 


from daily sales of 


I Kyrliequcr Receipts 
apto :Mst March, 1921 


5 per cent Exchequer J>oiids, clue 1919, 1920, 1921 

1922 . 

6 per cent l-2\chequcr Bonds, due 1920 
National War Bonds, due 1922, 192d, 1924, 1925 

1927 1928, 1929 .... 

5-15 year Ticasur\ Bonds, due 19351 
War and National Savings Ccrtd'icate's . 


L . 

4l(i,8d2,065 

161,000,595 

1.732,793.516 
22.584.2332 
339,110,794 


i2,672,381,173 


* The only issue of bonds running on 31st Mart h, 1921 It w.is withdrawn 
at the end of April 8oe particulars given in rofcrcnce to issue for conditions 
for repa) nicnt prioi to 1935 

* A further ^997,935 v.as received on account of this issue between 1st 
April-28th May. 1921 


The Treasmy has also received since the commencement of the 
War, £47,942,345 tliroiigli s,ales (m March, 1915) of 3 per cent. 
Exchequer Bonds on the old system of tender, due 1920, £12,824,800 
(in Marc^^, 1918) through 3 per (eiit. Exchequer Bonds, duo 1930, 
issued in connection with obligation assumed by Government on 
account of Russian Treasmy Bills and Commercial Credits, and 
£67,2’5,7S1 •through 5^ pci cent. Exchequer Bonds, due 1925, 
issued during 2l)th Jamiary-28th February, 1920. 

Three and a Hale J’j r Cent. Conversion Lcun 
OF 1921 

The prospectus of tlfis loan was issued on 26th April, 1921, and 
the application list closed a niontli later, on 28th May. The 
intention of the Chancellor of the Exchequer in connection with 
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* » ^ 

this loan, which is only repayable at par on or after 1st April, 1961, 

at the ^tion of the GiWernmcnt, was that it should replace 
£632,000,000 of National War Bonds which would mature for 
repaymciJt between 1st October, 1922, and V-t September, 1925. 
The Chancellor saw no immediate oppoitniyty of being able to 
funcf the niajor pait of the existing floating debt, and desired to 
^void the danger of this dc^it* being increasc'd, or reduction pre¬ 
vented, by issues of Tieasuiy Bills m the future to provide funds 
to meet bonds maturing within the peiiod named. 

Tlic mam featured of the prospectus weie as stated l*elow—* 

• 

IloUlen^of 5 per cent National War Bonds due on or before 1st September, 
1925, may surrendtr tht’ir holdings for conversion as on the 1st April, 1921, 
and receive in exthange therefor holdings of /.'I lO.s. per cent Conversion 
Loan calculated .is under— 



/3 10s per cent. Conversion 
Loan in exchange for each ;^100 
nominal of 5 per cent. National 
V. ir Bonds , 


due 1st October, 1922 


1st April, 1923 
1st September, 1923 


^161 


1st February, 1924 
1st October, 1924 


£160 


1 


*, 1st April, 1925 
,, 1st September, 1925 


Holdings m.iy Ix'm the form of (1) Inscribed Stock “ transferable in the 
Books " , (2) Begistt'fcd Stock “ transferable by Deed ” , or (3) Bonds to 
Bearer in denominations of /50, /lOO, £1^0, ;^5l)0, and ;^5,000; and* 

the several foims of holding will De inteichangeable without payment of any 
fee. Stock will be transferable m sunis which arc even multiples of one penny. 

Interest.will be payable h.ilf-yearly, on the 1st April aiul 1st October, the 
first dividend, for a full 'half-year’s mtci»»st, being jxiyable on the 1st 
October, 1921 , • 

The Ix)an will not be redeemable before the 1st April,* 1931, but on and 
after that date may be icdeemcd ;it p.ir lyt^any half->eafly ii^terest date at 
the option of the Government, on three months' notice being given m the 
London Gazette, * 

Commencing with the half-year ending 1st April, 1922, a sum equal to not 
less than 1 pfT cent of the amount of the Loan outstanding at the close 
of any half^car during which the average daily price of the Loan, as^es^ificd 
by the Bank of England, has been below 99 »viU be set aside as a Sinking 
Fuftd to be employed <lunng the succeeding half-year in the purchase of the 
Loan m the market for cancellation. 


The result of the conversion* offer was iliat holders of 5 per 
cent. National War Bonds of tMal face value of £163,328,133 
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accepted the offer of the Government and in exchange for their 
holdings received £264,889,112 of the 3| per cent. Convers' rn Loan. 
This result was disappointing to the Government, but will 
undoubtedly, in the long run, piovc a saving to the taxpayer. 
It was felt in financial quarters at the time the prospectuswas 
issued that the terms of conversion were far too generous. Holders 
of the bonds to which the sdieino applied would, by the act of 
conversion, receive a gua"anteed rate of interest for 40 years 
equ'valent to from £5 12s, to £5 14s. per annum on their holdings 
of National War Bonds (according to class). Judging from the 
rapid appreciation of Government credit after the teimination of 
the Napoleonic Wars, to which reference is made m Chapter XIV, 
there will be a considerable fall in interest rates in the course of 
a few years. This faff will take place when production again tends 
to exceed consumption, at lower values than those ruling at present. 
If the whole of the bonds (£632,000,000) had been converted, 
the Conversion Loan amount TOuld have slightly exceeded 
£1,000,000,000, and therefore have added about £370,000,000 to 
the National Debt. 

As to the reasons why the response to the Government’s excellent 
_^offer was so poor, there may be named : (1) Holders of National 
War Bonds did not fully understand the offer. Some may have 
thought they would lose IJ per cent, in interest by the act of 
conversion, forgetting the more than compensating increase in 
the capital amount of their holdings. For this reason a greater 
response jvould probably have been made if the loan had been on 
a 5J per cent, basis, the exchange bemg made par for par. (2) Doubt 
about th'e future course of interest rates. (3) Funds required for 
certain purposes^ about date of redemption of National War Bonds, 
holders thereof preferring not to risk by that date a fall in market 
valuq of the Conversion Loan, of which there appears to be no 
probability, particularly in view of the excellent Sinking Fund 
provision attached to the loan. 

Another offer to holders,of National War Bonds of early maturity 
(and which included holders of 5 per cent. Exchequer Bonds uuc 
5th October, 1921), to’convert their holdings into a longer dated 
loan was made by tjje Government in a prospectus dated 11th 
July, 1921, of a daily issue of 5| per emit. Treasury Bonds to 
commence the following day. In announcing the forthcoming 
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issue tb the House of Commons on 5th July, the Chancellor 
of the lixchequer statcd’that the sole purpose of the issue was 
to piovicle for redeeming maturing obligations, and thus to 
avoid uflduc recourse to Treasury Bills arfd Ways and Means 
Adimnces. • 

'I'he iiKijn features of the terms of issue were as follows— 

• • • . 

Price of issue, /97 per cent Principal repwable at par on 1st April, 1929 
Intercut payable un Ibt April and 1st Octomir Interest exempt from cor- 
])oration prolUs tax Bonds convertible at the holder’s optic^ as on 1st 
April, 1922, «()r 1st October, 1922, into 3] per cent Conversion Loan a^the 
rate of ;/( onversioii each ;^10^) of bonds converted Ap^plications 

would be it'coivt'd on I2th July. 1921, and thereafter until further notice. 
On notic? given not later than 26th July, 1921, holders of the following 
Lxchequei and Niffion^ War J^onds iniglit surrtHider their holdings m whole 
or in part, and receive in exchange therefor similar holdings of like amounts 
of Treasury BoikIs of the current issue, together with a cash payment as 
follows— • 

* Five ])<!r (.ent lCxche(|uer iionds, due 5lh October, 1921, a cash payment 

• of per of bonds surrendered 

Fivc*per c('n National War liomU. tlue 1st October, 1922, a cash payment 
of £A per I 1 bonds surrendered ^ • 

Five ptw cent Natuiiial War Bonds, due 1st April, 1923, a cash payment 
of /3 IDs per ;ilD() of bonfls surrendcreil 

Five per cent National War Bonds, due 1st September, 1923, a cash 
payment of £S IDs. per /^lOO of bonds surrendered. 

All conversions would lake place as oil 26th July, 1921. • 

The cuneni yietd of the bonds at the piicc of issue is £5 13s. 3d., 
but on redemption averages £5 19s. 9d. 

On 3rd August, 1921, tlic Chancellor of the Excliequer announced 
in the Ilonsc of Commons tfiat the total face value of Exchequer 
and National War Bonds conVerted into the new 5.| per cent. 
Treasury Bonds was afiproximately £69,000,000, of which about 
£52,000,000 rcprcsentcd'Exchcqucr Bonds. . 

• » 

Borrowings Abroad • • 

Since the commencement of the war the British povernment 
borrowed, from abroad, in round figures, £1,360,000,000,* in the 
main from the United States of Americ’a. Two small loans were 
made by Japan and the Argentine, to which reference is made 
hereafter. THc enormous pmchases of foodstuffs and war materials 
made by the United Kjjigdom 6n behalf of herself and her Allies 
from the United States necessitated that the latter country must 
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make large loans to this country, otherwise the purchases must 
have inevitably had to be considerably reduced. The vari,ous ways 
in which the necessary loans were raised m America, and the part 
liquidation of indebtedness by sales of foreign and Colonial securi¬ 
ties, are set forth in ijletail in the following pages. It is not possible 
to give the amount of gold exported from England to the United 
States during the war, but it. is known that about £50,000,000 ol 
gold was so exported during the year 1915. 

Prior to the third year of war, apait from the establishment of 
credits in New York by the banks of the United Kingdom, the 
only loan arranged m the United States of America on behalf of 
the Government of Great Britain was the joiiY, Anglo-French Loan 
for $500,000,000 (roughly, £100,000,000), issued during October, 
1915, in the form of 5 per cent, bonds, free of all British and Fiench 
taxes. The proceeds of the loan were divided equally between 
Great Britain and France. The bonds were jointly guaranteed by 
Great Britain and France, and no„collateral security was requured. 
They were made repayable a* the end of five years, or convertible 
at the option of the holder into per cert. bonds of the British 
and French Governments, repayable not earlier than fifteen years 
and not later than twenty-five years from the date of the present 
loan. The bonds wcrij issued to the American public at the price 
of 98, and, therefore, including redemption, yielded £5 9s. 3d. 
per cent. The whole issue was sold to an underwriting syndicate 
at the price of 96. Theiefore, so far as the Britjsh and French 
Governments were concerned, the cost of the loan was equal to 
£5 18s. lOd. per cent, per annum. 

Part of the above loan, it may be mentioned, was subscribed by 
the banks in the United States,, and the remainder by the public. 
Part was, therefore, the loan of newly-cieatcd credit and part the 
loan of existing credit. It* was recognized at a later stage that 
the most preferable method for part settlement by Great Britain 
of her large adverse trade balance was the selling outright of 
British holdings of foreign securities in the respective, countries 
for English account ; for the greater the amount of gold sent to, 
or temporary credits raised in, the United States, the greater the 
inflation of prices in that country, and, consequently, the creation 
of a vicious circle against Great Britain Reflected in higher prices 
for necessary imports from the United States. (The stock of 
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gold aoiu and buSion in the United States was. estimated at 
$1,872X100,000 on 30th June, 1914, at $3,019,000,000 on 30th 
June, 19^7, and at $3,22^,000,000 on 30th June, 1921.) 

Tlie loan was duly repaid by the British and^ French Govern¬ 
ments oif 15th October) 1920. Preparations* for repayment had 
been made for some weeks previously, and, nattually, the liquidation 
of such indebtedness had some effect on the New York exchange. 
"Great Butain’s share of the loan was $250,000,000, as already 
slated, and to provide this amount iivdollars at the ruling rates 
of exchange cost the Treasury £59,229,221. It was e'Jimated in 
wcll-iiifornfed quarters in New York that, prior to the date of 
redemption, about $300,000,000 of'the bonds had already been 
purchased by tlje Riitish and French Governments in the open 
market, principally by Great Britain. Of the French share of the 
maturity, $100,000,000 was provided for by,a recent new French 
.loan m New Yoik. The balance was met by gold and purchases 
•of New Yolk Exchange. 

Dufing he month of August, 1916,^the first tangible results 
of the scheme for mobilization of foreign securities held in this 
country (scheme discuiBed later in Chapter) was seen by arrange¬ 
ments being made in the United States of America for a loan to the 
United Kingdom of $250,000,000 (roughly, £50,000,000) for two 
years at 5 per cent, per annum, free of a'4 British taxes, which 
was underwritten «.t 98 and offered to the public at 99, and based 
on Canadian, United States, and other foreign securities as collateral. 
The loan was dated 1st September, 1916, and matured 1st Septem¬ 
ber, 1918. The British Government had reserved the .option of 
redeeming the loan, in whole pr in part, subject to thirty days’ 
notice, oh any day up to 31st August, 1917, at 101 and accrued 
interest, and on any d;^ thcreafier up to 31st August, 1918, at 
lOOJ and accrued interest. ^ , 

Towards the end of October, 1916, “details became* availajple of 
a further loan which was being arranged in America on behalf of 
the United Kingdom for $300,000,000 (rougfily, £60,000,000), 
based on Canadian, United States, and ptjjer Colonial and‘foreign 
securities as collateral, including a relatively small amount of 
obligations of British railway companies. One half of this loan was 
in the form of 5J per cent, three-year notes,dated 1st November, 
1916, maturing 1st November, J9J9, and issued at 99J ; and the 

12 —( 1723 ) • 
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other half in 'the form of SJ per cent, five-ykir notes dated 1st 
November, 1916, nraturing 1st Novenjber, 1921, and issued at 
98J—in each cCsc the interest being free of all British taxes. 
Each maturity jvas subject to redemption, in whole or in part, at 
the option of the British Government, at a premium of 1 per cent, 
for each year (or a'hy part) of unexpired life of such matvrity. 
The sale of the notes was underwritten by a powerfub syndicate 
in America at 1J per cent, below the average offeiing price. 

Towards the end of 191# there was an increasing recognition in 
America tf the dangers likely to arise from inflation following a 
continuance of the e.xcessive gold imports into that country. 
Bankers adopted the view that it was preferable to grant ci edits 
to and arrange loans for the Allies rather thati tot-reccive too great 
a quantity of gold, with its influence in stimulating inflation of 
eveiy kind. Since the outbreak of war and up to the end of 1916 
America had received at least $900,000,000 (roughly, £180,000,000) 
in gold in part payment of her extremely favourable trade balance.' 
Obviously, this exceptional addition to her gold stocks was undesir¬ 
able, for as a basis for the e.xpansion of credit it constituted a 
potential danger. 

It IS interesting to observe that the great imports of gold during 
^ 1916 did not stay in New York during that year, but flowed to the 
interior banks as a cfensequence of intensely active and profitable 
interior trade, following on Europe’s enormous "purchases of grain, 
metals, and finished munitions produced in the nearer or further 
»West. Part of the gold went to increase WesteAi and Southern 
Bank Reserves, and part was drawh into active circulation as a 
consequence of high wages and *of the abnormally high prices 
prevalent for commodities. 

The opinions of American ‘bankers as to the advisability of 
granting fr^fthcT' loans to the Allies, and the dangers of inflation 
likely to ensue‘from a continuance of excessive gold imports, were 
not altogether supported by the Federal Reserve Board of the 
United States, which, on Tuesday, 28th November, 1916, issued 
a circular to the banicing community containing, aitiong other 
warnings, a caution against locking^ up their funds in long-term 
obligations of foreign Governments, or in investmepts which were 
short-term in form .or name, bpt which, either by contract or 
through force of circumstances,, might in'the aggregate have to be 
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renewetf.until the return of normal conditions. A special warning 
was issued to the membtr banks against investing in foreign 
Treasury Bills, on the ground that the borrower rnust attempt to 
renew theui collectively until such time as it was Advantageous to 
convert them into a long-term obligation. The Board did not 
subsefibe to the freely expressed opinion in America that further 
importations of large amounts Cf gold must oi necessity prove a 
source of danger or disturbance to that country. That danger 
(the circular stated) will arise only in case the inflowing gold should 
remain unccjntrolled* and be permitted to become the* basis tif 
undesirable* loan expansion and of .inflation. The Board con¬ 
sidered tlmt there were means of controlling accessions of gold 
by proper and vMun!ary co-operation of the banks, or, if need 
be, by legislative enactment. 

The action of the Federal Reserve Board ih issuing a warning 
circular to banks immediately followed proposals under considera¬ 
tion in America for the issue in that country of British short-term 
Treasury Bills Later, when it became.aj-l^iarent that war between 
the United States of Ajncrica and Germany could not be long 
delayed, the Federal Reserve Board changed its policy and 
commended to American bankers the merits of foreign loans. 

An interesting loan, which put the British Government in 
possession of, roughly, $50,000,000 in the United States, was 
arranged early in December, 1916. Japan at this time being in 
possession of lar^e dollar credit balances in the United States, 
the British Government raised^a loan in Japan for the equivalent 
of £10,000,000 at 6 per cent, per annum for a peiiod of thre'e years, 
and. by aq exchange operation, clevoted the proceeds of Uie loan 
to purchasing dollars in America held orf Japanese account. 

On Thursday, 18th Ja’nuary, 1917, announcement was made 
of a new British loan to be issued id America for $850,000,000 
(roughly, £50,000,000) at 5i per cent, per annum interest, based on 
Canadian, United States, and other Colonial and fweign^ securities 
as collateral^ including a small amount of British railway secuiities. 
The loan was divided into two parts : $10().000,000 in the form 
of one-year notes, due 1st February, 1918, and issued at 99-52 ; 
and $150,000,000 in the form of two-year notes due 1st February, 
1919, and issued at 99-07-j-the yield in each case being, therefore, 
6 per cent. The issue, the lists of which were open from, 24th 
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January to 31st January, was made under t'he auspices 6f a very 
strong body ot American bankers. Inferest was payable free of all 
Briti.sh taxes. ‘The notes were convertible upon notice, at the option 
of the holder, at any time before maturity, or (if called lor earlier 
redemption) at anV time up to the date of such redemption, into 
twenty-year percent, bonds of the United Kingdom, payable 1st 
February, 1937, apd not subject to^irior redemption. 'The British 
Government reserved the option of redeeming the notes, in whole or 
in part, on 30 days’ noti^i, on the following terms : One-year notes 
at 101 i:<‘us interest ; two-year notes at 102 plus interest up to 1st 
February, 1918, and at 101 pjus interest bet^'cen 1st February, 1918, 
and 1st February, 1919. , 

The British loan raised in the United^States at the end of 
January, 1917, marked the last of a series of loans raised in 
America by the Lkiitcd Kingdom during the period of American 
neutrality. The series are listed in the following table— ‘ 

• 

British Loans Kaisiijj in IJNifKi) States of America Since the 
COMMEN'CEMEN l OF THE WaR UP TO ApRIL, 1917 


Nature of Loan 

Amount 

When 

Issued 

Rate 
of In¬ 
terest 

Issue 

IVice. 

Date 

of 

Maturity. 

■■ 


''Dollars 







British portion of 



1 





Anglo-French Loan 








(no collateral) 

250.000,000 

Oct, 1915 

5 

98 

|Oct 

•5, 

1920* 

Two-year Coll Notes 

250,000,000 

Sept 1916 

5 

a9 

Sept 

1, 

1918 

Thrcc-year,, ,, 

150,000.000 

Oct, 1916 

5} 

99i 

Nov 

1, 

1919 

F'lve-yehr ,, ,, 

1,50,000,000 

Oct, 1916 

5J 

98i 

Nov 

1, 

1921 

One-year ,, ,, 

100,000.000 

En.. 1917 


99J 

Feb 

1, 

1918* 

Two-y^ar ,, ,, 

150,000,000 

Jan., 1917 

5i 

99 

Feb. 

b 

1919» 


1,050,000,009 

*• 






f 









f (The*above table is exclusive of various temporary loans 
raised in America) 

* ConvAtible at option of holder into 4J% bonds, repayable not earlier 
than* 15 years and not later than 25 years from original dat^ of loan 

* Convertible at opti<ft 6f holder into 5J% bonds, matunng in 20 y^ars. 


So,far as Allied payments in America were concerned, an entirely 
new set of financial conditions^ arose soon after the entry (on 5th 
Apiil, 1917) of America into the war"on the side of the Allies. 
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On 14th April, the House of Representatives passed a War Finance 
Bill for $7poo,000,000, of wliich $5,000,000,000 waspo be issued in 
the form of long-term bonds. Of the latter sum, $3,000,000,000 
was to be •available for loans to the Allies; j^nd the remaining 
$2,000,000,000 to be issued in the form of TVeasury certificates 
maturing vythin twelve months. The first issue of the United 
Sfates Liberty Loan was maSc early in May. It was for 
$2,000,000,000 at SJ per cent., tax frei^ and was greatly over¬ 
subscribed, the total applied for being $3,035,226,850 jroughly, 
£607,045,000^. The \Var Finance Act stated no exact dates for 
repayment fiy the Allied of loans madc*to them, but stipulated that 

the loans should bcar.thc same rate of interest as the American 

• • 

bonds issued to raise the necessary funds ; and should also contain 
the same terms and conditions. Hencefoith, the Allies had not 
tp deposit various securities as collateral to loans, as in the case of 
previous loans. They had only to deposit their own Government 
bonds vWth t'le Treasury of the United States. After the proceeds 
of the Liberty Loan had become exhausted, the United States 
Government found it neiK'ssary to raise several other loans in her 
own countiy, to pay for her own war expenditure and to permit 
of further loans to her Allies. 

Great Britain received her first loan from America under the new 
arrangements on 25th April, 1917, the amount being $200,000,000, 
the rate of interest payable being 3 per cent, per annum until 
30th June, 1917, and thereafter 3| per cent, until such time as 
America might have to pay a higher rate to her own bondholders. 
At an exchange rate of 4'76|, tlje sterling equivalent of the loan 
is £41,972,718, this being the actual amount that appcareii under 
the heading "Other DebJ created .under the War Loan Acts, 
1914 to 1916’’ in the British Exchc(|uer Account^ for the week 
ending 5th May, 1917. Up to 4th August,* 1917, the eijd &f the third 
year of war, the advances made by the American Government 
to the British Treasury amounted to $955,000,000 . (roughly, 
£191,000,000, taking $5 to £1). Up to 15th November, 1919, the 
total* of such advances amounted to 14,220,000,000 (roughly, 
£844,000.000, taking $5 to £1). Practically the whole of this 
amount was applied to financing supplies of,foodstuffs and raw 
materials required by Great Britain from the United States. 

The following table shows the total advances made by the 
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United States Government to her 


Allies up to 15th November, 1919, 


the figures bein^ extracted from the Annual Report of the United 
States Treasury— 


United kingdom 
Russia 1. 
France 
Italy , . 
Belgium . 

Serbia 

Other Allies > 


$ 

. 4,220,000,000 

188,000,000 
. 2,985,000,000 

1,611,000,000 
339,000,000 
27,000,000 
136,000,000 


9,5«6,000,00q ‘ 

\ ■ f ' ' ■ .. 

The advances wore made against demand obligations bearing 
interest corresponding to the American lotns ^lom which they 
were provided. 

In what form and within what period the United States will 
eventually receive repayment of the loans made by her to hel 
Allies it is impossible to foretell. At a meeting of representatives 
of the Allies (at which Bopresenfatives of the United States were 
not present) held at Brussels early in July, 1920, a proposal was 
made that the United States should agrccTo pool the war debts of 
the Allies and Associated Powers. The total amount actually 
lent by the United States Government to the Allies was then 
stated to be £1,931,876,929. It was recognized that any pooling 
arrangement would involve some scaling of this debt, but it was 
considered that the loss to the United States would be more than 
, compensated by the improvement in the ecdnomic situation 
generally. If, instead of scaling thl; debt, it were included in an 
international loan, covering botluthe German indemnity and the 
refunding of all the Alliod war debts, and on which' America’s 
guarantee would be added to fiiat of the*Allies and of Germany, it 
was felt tljere' would be a. sensible casing of the economic and 
financial situation all round. 

On 12th January, 1918, an announcement was made to the 
effect thaC an agreement had been concluded with the Argentine 
for a'eredit of £40,00C,00O to Great Britain and Franbc. 

An announcement was made on 21st October, 1919, of the issue 
in New York of a British Government loan of $250,000,000 at 5i 
per cent. The loam was for thrpe and ten years. Tlic three-year 

1 Including accrued interest and other items, the total of Allies’ Debts 
to U S.‘ Government on 31st March, 1921, was ^10,959,000,000. 
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notes were issued at 98 and the ten-year notes at 96^. The proceeds 
were paryy applied to take up the SJ per cent. British Government 
notes matuiing on 1st November, 1919. 

One fortu of borrowing from the United Statas to which reference 
has not yet been made was the placing on t|e New Yoik money 
market since 24th August, 1917, of a weekly quota of $15,000,000 
hinety-day Biitish Treasury'Bflls. An increasing number of New 
York institutions accustomed themse^es to taking a regular 
amount of these bills each month to replace maturities. The 
maxiimim amount of such bills outstanding at any moment in fhe 
United St’ates was $98,005,000 on '301h September, 1919. Th.e 
total, wAich varied from day to day, had been reduced to 
$31,540,000 by §th N(,vcnibcr, 1920. 

The total external debt of the United Kingdom at 31st March, 
^1921, was £1,161,563,000, as against £1,278,714,000 a year pre- 
.viously, at 31st March, 1920, a reduction of £117,151,000 having 
been iffecte ' in the course of twelve months. 

Mobiijzation of Securities* 

Towards the end of the year 1915 it became evident th.at if the 
British Government was to meet increasing indebtedness to the. 
United States, created by very large purchases of foodstuffs and 
munitions of war in that country, some other scheme than sending 
gold would have to be devised, for there were limitations to 
d'picting the stock of gold in the United Kingdom. The remedy* 
was ultimately found in the*scheme known as “ Mobiliiation of 
Securities.” By this scheme tlu? Government acquired or borrowed 
for a period certain foreign and Coloaial securities held in this 
country. Some of the Securities purchased by the Government 
were later sold outright in America ; titliers were ifscd^s collateral 
for loans raised in America on account of the Uirtted Kingtlom. 
During the third year of war the scheme for thg mobilization of 
securities underwent considerable modification and enlargement, 
particularly in its later stages by the intr«dftction of the element of 
compulsion. . 

' Tlu.s scheme clo.sely followed suggestions sent to the Treasury* by Mr 
A H. Gibson {a member of the Bnti^i Association lor the Advancement (>t 
Science) in letters dated .Sth*July, 191,% and Idth November, I91S. oven to 
the e.Ntent of the 10s per cent per annum paid as consideration in'leiiders 



184 


BRITISH FINANCE, 1914-1921 


Indebtedness had not only to be liquidated in Amcricaf but in 
other neutral covntrics, though in the lat'ter case to a muQh smaller 
extent. The fo.llowing is a summary of the scheme for the 
mobilization of seciitities since its inauguration— ' 

Scheme A .—The Chancellor of the Exchequer stated In^ the 
House of Commons on 13th December, 1915, that the Government 
were desirous of purchasing outright or borrowing certain American 
and Canadian dollar securities held by holders in this country, in 
orijer to usp such securities for the purpose of steadying t he American 
Exchange. Preferably, holders of selected securities Were invited 
to sell such securities to the Ireasury at the current market price, 
the purchase money to be paid in five-year 5.per,cent. ifxchequer 
Bonds at par. Alternatively, holders who did not wish to sell 
outright were invited,to pledge selected securities with the Treasury 
for a period of two years from the date of transfer, the lender, 
to receive all interest and dividends paid in respect of them, and' 
also, by way of considerjition foF the loan, a commission 'at the 
rate of 10s. per cent, per anirum on the face value of the securities. 
The Government reserved the right to Jell borrowed securities 
under certain conditions. This reservation did not meet with the 
approval of holders. The lender, however, had also the right to 
sell the whole, or a portion, of the securities deposited under the 
scheme, receiving the amount realized in sterling or the equivalent 
in sterling of the dollar proceeds. The Treasury later undertook, 
,when deciding to dispose of securities, to notify the lend(;r, and to 
grant him fourteen days in which to buy the securities back by 
paying the maikct price in dollars Holders of required securities 
were lattir coerced into selling or lending them to the Treasury by 
a penal additional Income Tax of 2s. in .the £ on income derived 
from such securities. , 

Scheme the commencement of the third year of war, 

a second plan, designated Scheme B, was instituted in connection 
with the rrvibilization of securities. This scheme aimed not at the 
purchase of securities ]iy^ the Government, but the borrowing of 
them from the public for five years, with the right to repay eaflicr. 
The Treasury announced on 12th August, 1916, that as from 14th 
August', 1916, they 'jvould be prejiared to accept various specified 
securities upon deposit on ccftain terms and conditions. The 
securities specified were certain Argentine government bonds and 
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railway stocks; Brazilian Funding Bonds (1898); various Canadian 
Government and railway securities ; and certain Egyptian, Scandi¬ 
navian. Japanese, Dutch, and Swiss Government and municipal 
bonds. I^irthcr lists of required securities verre published later. 
The ^main conditions attaching to Scheme B were as follows : 
The securities were to be transferred to the Treasury for a period 
to expire at the end of five years from 31st March, 1917, subject 
to the right of the Treasury to return tjjem to the holders at any 
time on or after 31st March, 1919, on giving three months’ notice. 
While the ^securities were on deposit with the Treasury, the lender 
was to receive all interest and dividfends paid in respect of them, 
and also, by wa^ of gionsideration for the loan, a payment at the 
rate of 10s. per cent, per annum, calculated on the lace value of 
the secuiities. The Treasury reserved the right at any time during 
ihe currency of the loan to dispose of the secuiities should they 
•find it necessary to do so ; but in the event of their being so dis¬ 
posed T)f, ti “ lender was to continue to receive from the Treasury 
the same payments as he would have^cceived if the securities had 
been retained ; and at the end of the period of the loan, the Treasury 
would either return to the lender securities of the same description 
and to the same nominal amount as those originally deposited, 
or, at its ojition, pay to him the deposit value of the securities," 
with an addition ci 5 per cent, on that value, plus accrued interest 
from the last preceding interest date. On Tuesday, 15th August, 
1916, it was a'anounced that should the Treasury be under the 
necessity of exercising its right to sell any of the deposited securities* 
(a very remote possibility)—aijd the average price realized was 
more than the deposit value plus 5 per cent.—the deposit-ir would, 
if the securities were nqf replaced, at the end of the loan period 
receive the full amount of the average price actualjy realized. The 
deposit value of all securities specified *in the list qf t2th August, 
1916, was stated to be the net mean quotation (less accrued inJerest 
when it was included in the price) on the Londoil Stock Exchange 
on Fridays 11th August, 1916 ; and in the event of other seturitics 
bciflg later specified, the net mean quotation on the day preceding 
the notice of their inclusion Hn the scheme. The official notice of 
12th August, 1916, also announced that Jioldcrs of American 
dollar securities who had already deposited them with the Treasury 
under Scheme A (deposit on loan for two years) might tiansfer 
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their deposit to Scheme B by giving notice, not later than 14th 
September, 1916, of their desire to do so. Arrangements were 
made with the Stock Exchange Committee for dealings on the 
Stock Exchangd in, the deposit certificates issued in loturn for 
securities deposited pnder Scheme B. 

The reservation by the Treasury of the right to sell deposited 
securities occasioned some njisconte^tion at the introduction of 
Scheme B. The intentio^ of the Government was to use the 
deposited securities as collateral for loans raised abri'ad. A 
definite statement was made by the Chancellor of the.Exchcquer 
in the House of Commons on 23rd August, 1916, to the effect that 
deposited securities would not be sold except m the dxfremely 
remote contingency of default on the part of the British 
Government on its own loan. 

At first. Scheme B was purely voluntary; but eventually the, 
penal additional Income Tax of 2s. in the £, alluded to in Scheme A, 
was extended to cover securities eyhich the Treasury was ]iil pari d 
to borrow under Scheme B. , 

A second list of securities needed by the Ttcasury undei Scheme B 
was issued on 24th August, 1916, and further lists followed at 
later dates. 

• On Saturday, 16tli, December, 1916, it was announced that 
Scheme A was withdrawn, and depositors were invited to transfer 
their deposits thereunder to Scheme B. Tlie power of sale possessed 
by depositors under Scheme A was extended to, Scheme B, in 
Vespect of all securities subject to tl\e penal Income Tax, to any 
securities' which the Treasury mij’ht wish to purchase, and to 
those thq principal and interest of which were repayable in United 
States dollars. * 

Scheme for Conscription .—A special Supplement to the London 
Gazette, pubKshcd on Thursday, 25th January, 1917, applied the 
Defeifce of the'Realm Regulations to certain classes of securities 
which the Treasury were of opinion that, for the purpo‘'c of 
strengthening the financial position of the country, it wasjixpedient 
to do so. The Treasury*wire thereby given the right to requisifion 
or conscript securities, and to require from all holders of certain 
classes of securities full returns of their holdings, both’in the United 
Kingdom and abroaif. Compensation foi; securities requisitioned 
was granted on the same principle which had been applied in 
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fixing Ihe price for securities voluntarily sold to the Treasury, 
that is to say, where entire ownership was required by the Treasury, 
the capital value of the securities, based on current market prices, 
was to ke paid. Wliere temporary use of .seclirities only was 
desired, the remuneration was to be as befo/e, 10s. per cent, per 
anntim oji the face value. If full ownership was subsequently 
•required of securities taken Ih the fir.st instan«e for temporary use, 
the compensation payable when full o^iership was taken was to 
be based on the capital value at the date of original requisition, 
or at the date of faking over full ownership, whichever might* be 
higher, btit no additional allowance was to be granted such as 
(hat prdvided for under the purchase clause of the voluntary 
deposit scheme. Securities were still to be received on deposit 
under Scheme B, but only on the understanding that if they were 
^subsequently included in a Treasury order*they should then be 
. dealt with under the order, without regard to the fact that they 
had l»ccn rlrcady deposited. Securities coming within the scope 
of the rcguliiions might still be sold, always provided that at the 
time of sale they had, not been included in any Treasury order, 
and the observance of certain conditions of sale. 

Four long lists of securities requisitioned under the Defence of 
the Realm Regulations were issued by yie Treasury, the last* 
being dated 7th I^Jiay, 1917. 

The entry of the United States of America into the war on the 
side of the Aljics at the commencement of April, 1917, and the 
subsequent granting of loaps (from 25th April) by the United 
States Government to the Allied Governments, i endcred unnecessary 
any further deposit of securities as collateral for new loan^ raised in 
America by the British Govcrnmeqt. ‘ 

About the middle of May, 1917, the Treasury 'announced that, 
until further notice, no more sccuritiies would be •accepted for 
deposit under Scheme B, except securities which were subjeetTo the 
special Income Tax of 2s. in the £, but which had not yet appeared 
in any requisition order under the Defence of the Realm Regulations. 
Notwithstanding part closure of the dcilosit scheme, the Treasury 
were still desirous of purchasing outright American and Canadian 
Dollar Securities suitable for sale in the United States of Amciica. 

Scheme B was closed,on 1st March, 1918, but securities subject 
to the additional Income Tax of*2s. in the £, and which,had not 
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appeared in any of the requisition orders, were still accepted on 
loan for a period to expire on 31st Marcii, 1922, under the terms 
and conditions of Scheme A, subject to return at any time on the 
Treasury giving thr^e months’ notice. The additional special 
Income Tax of 2s. in die £ was discontinued from 6th April, 1919, 
and the purchase by the Treasury of deposited securities was 
discontinued from 28ih April, .1919. 

In the middle of April, ’920, and again at the commencement 
of May, 1920, the Treasury announced that it was prepared to 
purchase certain securities which had been deposited on loan. 

On 10th November, 1920, the National Debt Office announced 
that until fiuthcr notice the Treasury would, on application, 
release securities in New York, previously deposited by the lenders 
under Scheme B, without requiring the depositor to provide the 
equivalent value in dollars in New York. Up to this date, holders 
of deposited securities who wished to sell in New Yoik were required 
to pay dollars to the account of the Treasury there, receiving the 
equivalent amount in sterling Several announcements had been 
previously made to the effect that the Treasury had decided to 
exercise its option to return to holders certain shares and bonds. 

In a Parliamentary answer about the middle of March, 1921, 
the Chancellor of the Exchequer gave the following particulars as 
to the amount of securities deposited with the Treasury and the 
amount sold or returned to holders— 

The nominal amount of secunties onginally deposited was ■ Sterling 
sl'cuntics, ^,907,607,063 ; Dollar secuntics, /648,314,720 , Other currencies, 
;^21,096,800. 01 these, there have been sold or released under the terms of 
the scheme. /31,090,803, /293,.‘)98,367- /14,105,200; and returned (or 
under notice of return). ,^16,8,381,36,S, /2n,2.39,708, /6,991,600 There 
remain: Pledged and subrogated /93,21,5,034, ^96,529,910 , Frce„^17,919,863 
;^46,946,735. (No securities remamcc' of " Other Currencies ") 

Three montlus’ notice of return of scciinties has to be given Free securities 
consist mainly of petitions of blocks of bearer securities the balance of which 
IS pledged, and thefe can only be'conveniently released when the whole block 
can be ireed for return Every effort is Iieing made to return these securities 
as fast as possible, and further deposits will be available for return shortly, 
which will reduce the free securities to /6,028,790 and ;(^37,600,710. 

The annual charge for the additional allowance of} per cent was U.800.000 
in 1919-20; will be less '.h.nn ,(1,500,000 m 1920-21; and should be 
extinguished by 31st March, 1922. 

, .American Doliar Securities Committee 

This Committeo was appointed by the Chancellor of the Exclit quer 
at the esd of December, 1915, ‘^to control the operations of the 
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Treasury undertaken for the purpose of carrying into effect the 
Government Scheme for Gic sale to, and deposit with, the Treasury 
of Amefican Dollar Securities." • 

Early in December, 1919, the American Dollv Securities Com¬ 
mittee issued a very interesting report ccAtaining a review of 
thoir operations in connection with the secTirities that had been 
, loaned tn or purchased by th^ Government under the mobilization 
of securities scheme. In this repolt, the Committee stated that 
their functions were to control the fiperations initiated at the 
Treasury for the purpose of improving and maintaining tjie Ameycan 
Rate of. Exchange,^ which had been gradually falling since the 
commeBceinent of the war, as a result of the large purchases of 
munitions andothur goods. 

The following are extracts from the report of this Committee— 
Immediately preceding the declaration of* war, the cable rate in 
New York was abnormally high, being marked at $7 to the £ on 
the ^st August, 1914, although it is doubtful if much business was 
done above .so to the £. The’ratc gradually fell until the end of 
the year, when it was quoted at '4-86J. In 1915 the rate still 
continued to fall imfil July, when the quotation was 4'77. In 
July, 1915, the Treasury took the first step with the view of helping 
the exchange by instructing the Bank of England to purchase 
American Dollai' Securities in London and*transmit them to New 
York for sale;’and these operations were continued until the 
close of the year, by which time securities of the nominal amount 
of $233,000,000 had been purchased. In the meantime, tlje 
exchange had fluctuated ttetween the rate of $4-77 and $4-51, 
with an upward tendency from the end of October. On the 15th 
December, 1915, a circular letter to i^jsmance and trust'eompanies 
was issued by the Treasury recjucsting them t,o submit lists of 
American Dollar Securities which, they were willing to sell or 
deposit on loan with the Treasury, and on 51st Deceqiber a 
corresponding circular was issued to the general public. 

A scheme setting forth the conditions under which'the securities 
w^uld tfe (1) purchased, or (2) acceptnd on loan (subsequently 
known as Scheme A), was^published in the London Gazette of the 
17th December, 1915, and, as this scheme formed the basis of the 
operations of the Committee, t^e salient tcifiis may be mentioned. 
(1) Purchase .—The Treasury undertook to purchase any suitable 



190 


BRITISH FINAN’CE, 19M-I921 


Dollar Securities, at prices based on current New Yoik Stock 
Exchange quotations, the sterling price to be paid being calculated 
at the exchange of the day ; in the case of no reliable quotations 
being available tbe price was to be fixed by agreement. 

Exchequer 5 per "jent. Bonds maturing in 1920, available for 
subscription to any future long dated War Loan at face value, plus 
accrued interest, could be taken at the seller’s option in lieu of cash. 

(2) Deposit on Loan .—Securities loaned to the Treasury were 
to be accepted for two yeaft from the date of deposit, on the under¬ 
standing that the interest received on such focunties would be 
paid to the depositor together with an additional payment at the 
rate of one-half of 1 per cent, per annum on the nominal amount 
of the security. The .securities would be inscribe J m a Treasury 
Register and transferable by deed, but so as not to involve the 
depositor in any additional expenditure for stamps or fees ; and 
Treasury Certificates negotiable on the London market would be 
issued lor each deposited security. Depositors had the option to 
release sccuiitics so deposTed by payment of the dollar value in 
New York, or they could be sold on behalf of the depositor, the 
understanding in each case being that the equivalent value in 
sterling at the exchange of the day should be paid in London. 

In January, 1916, the Committee commenced operations by the 
issue of a selected Iftt of 54 American Dollar Securities, the 
respective quotations being based on the current New York price 
specially sent by cable the previous night. 

, On the first day, secunties to the value of as much as £450,000 
were obtained, and the figures were rapidly increased as the scheme 
became more widely known—in fav.t, the business was such that 
it was found desirable to Jiave special contract notes printed, 
which provided for the purchase money being paid in Exchequer 
Bonds as well as “in cash, and for the physical possession certificate 
required to exclude enemy securities. 

Additional lists of suitable bonds and shares were published from 
time tojimei and by this means the Treasury had, by 17th March, 
1916, offered to purchase at, the officially quoted prices no^less than 
256 selected securities. Furthermore, very large blocks, not 
necessarily limited to the investments quoted in these lists, were 
purchased from various insurance companies, banks, etc., at agreed 
figures, and in this connection the preliminary Information supplied 
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on the •forms, to which reference has previously been made, was 
found rfost useful. The value of seem dies so obtained by that 
date was •£40,500,000. ' > 

So far the operations of the Comimttee had beep limited to the 
purchase of securities fof sale in America, but Ihe requirements of 
the (government necessitated increased supporf, and the Treasury, 
on the 24t4i March, 1916, dectfie^ that deposit on loan of seemities 
should be commenced. Preparations for this extension of the Com¬ 
mittee’s operations had been made beforelfand ; a booklet containing 
a list of 778 securitie.s suitable for deposit was issued, togfdher wijh 
a set of wcfking regulations and a copy of the Scheme as published 
m the London Gazette on the same day. The minimum amount of 
any one security acceptable for deposit was fixed at $5,000 (£1,000). 

On the 16th May a booklet of 909 securities which the Treasury 
would purchase or accept on loan was pubjished.' During the 
period from the 17th March, the amount paid for securities bought 
Vas £8,500,000, and the nominal amount of securities deposited 
on loan $4t ,300,(XK). As these‘figures jvere below the amounts 
required, ana since some hesitation t6 comply with the Treasury 
wishes was evident, the Chancellor of the Exchequer issued a special 
request for increased support on the 27th May, 1916, and, on the 
29th May, a resolution of the House of Commons provided for an 
additional Income Tax of 2s. in the £ on stich securities as the 
Treasmy, by meahs of special lists, declared its willingness to 
purchase. Tlris resolution was embodied in Section 27 of the 
Finance Act, 1916, 6 & 7 Geo. 5, cap. 24, which imposed the tax on , 
securities to be specified, whteh were not placed at the •absolute 
disposal of the Treasury by eitlier sale or deposit. 

The effect of the resolution was imjnediately evidencPd by a 
large increase in both the wiles and tlfe deposits. The,first special list 
was published in the 5th Supplement .to the London Gazette of the 
5th June, 1916, and was followed at intervals during the yeap by 
five other lists. 

At the 12th August, 1916, the total amount of tliepurchases was 
£109^228,000, and of deposits £83,614,000, ijiaking in all £192,&f2,000. 

On the 16th June, 1916, the Deposit Scheme was extended so as 
to include securities of less nominal amount than $5,0(X). These 
small holdings of securities were t^o be deposit id tluough approved 
agents, such as bankers ahd stockbrokers, by whom the offers were 
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to be aggregated and deposited with the Treasury in the name of 
the agent. 283 agents wore ajjpointcd, the ariangcmint being 
that they should practically keep a sub-register and undertake the 
distribution of IJie interest and additional allowances as they fell due. 

In July, 1916, ^*he Treasury made a special bid Tor certain 
securities of the Provinces of Manitoba and Saskatchewan, and in 
August for City of Winnipeg 4 per cent. Consolidated Stock, 
1940-1960. ■ ■' '' 

On the 12th August, 0916, a new scheme for loan of securities 
to the Tri^sury (known as Scheme B) was promulgated. The terms 
of this scheme were in most respects similar to those of Scheme A, 
except that (1) the duiation of the deposit was fixed at five years 
from 31st March, 1917, subject to the right ot.the,Treasury to return 
the securities at any time after 31st March, 1919, on giving three 
months’ notice ; an(l (2) the Treasury reserved the right of disposing 
of the securities if necessary, continuing the payment of interest 
and additional payment until the end of the period of loan, when 
similar securities would,be returned, or, failing such return, the 
Treasury undertook to pay the depositors the deposit value of the 
securities with an addition of 5 per cent, cn that value, or the price 
realized, whichever was the greater. Tlie deposit value was defined 
in the scheme. 

Depositors under Scheme A were given the option to transfer 
to Scheme B, and advantage was taken of this offer to the extent of 
57J millions out of a total of 82J millions. The offer was withdrawn 
on 4th September, 1917. 

All sfcurities which were acceptable on loan under Scheme A 
were also acceptable under Scheme B, and, in addition, certain 
other securities were included, chii fly foreign and Colonial Railway 
and Government Securities having a rcgidy market in the United 
Kingdom. 

pie Registered Canadian and South American Railway Stocks 
were freely offered and aggregated about ;£173,000,000. An advan¬ 
tageous ard economical arrangement was made with the respective 
railway companies, by which they undertook to keep the Treasury 
Register and to pay the dividends as they fell due. 

By this arrangement the National Debt Commissioners were 
relieved of the pr^aration and despatch each year of dividend 
warrants to the number of SSQ.OOO, but <in order to be prepared for 
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any unl^iward circumstances a duplicate of the Rcgistei was set 
up. The Treasury Certificates, numbering 162,000, were prepared 
in, and issued by, the Department. * 

Bearer «eciiiritics with coupons payable in Lohdon were also 
lodged freely, and aggicgated £112,000,000 ;/in this instance a 
speriJl arrangement was made with the paying agents by which 
they undertook to pay the ebupons plus the OKlditional allowance 
for a limited time, on being supplied with schedules in duplicate, 
in such form as would permit of the calculations being completed. 
The arrangctfnent las'ted until the 30th September, 1917t when the 
whole of ttie work was taken over by the National Debt Office. 

In October, 1916, Messrs. J. P. Morgan & Co. notified the Treasury 
that it would be‘desirable to include in the collateral for a forth¬ 
coming loan in the U.S.A. a certain amount of Biitish Railway 
Debenture Stocks. As only a limited sum ^as required it was 
decided to issue a private invitation to a few large holders, mainly 
insurance companies, to deposit their stock. The terms varied 
from those oi Scheme B in so far as tlm additional interest allowed 
was 10 per cent, of the^annual rate instead of J per cent, on the 
nominal amount of stock, but depositors were guaranteed that, 
should any further scheme for borrowing securities be introduced, 
they would be given the advantage of any irnproved conditions or 
remuneration. The nominal amount of the stocks obtained by 
this method approximated to £17,500,000. 

The aggregate^ amount of the purchases and deposits to the 31st 
December, 1916, were £118,269,000 and £347,524,000 respectively. 

On the 24th January, 1917, the Defence of the Realm (Sdcurities) 
Regulations, Nos. 7c, Id, and 7c, came into force, which gave the 
Treasury power to acquire securities, and placed restrictions on 
the disposal of same. Wfiile securities continued to be received on 
deposit, such securities were to be subject to any o/ders that might 
be issued by the Treasury under the Regulations. ‘The Trerasury 
Notice under these Regulations, dated 30th Janiviry, 1917, stated 
the conditions under which securities could be sold alsroad, and 
placed upon the American Dollar Securttiife Committee the duty 
of issuing the necessary permits. 

On the 17th*February, 1917, the Treasury issued the firsjt order 
under the Defence of the.Realm (Securities) Regulations, applying 
the provisions of Regulation 7c to‘certain specified securities, and 

13 —( 1723 ) 



194 


BRITISH FINANCE, 1914-1921 


requiring the owners or custodians of such securities qnd other 
persons interested in them to take cfectivc steps to deliver the 
securities to the American Dollar Securities Committee on or before 
the 17th Marcn, 1^917, at the prices specified agairjst .the several 
securities. , 

Tlirec additional orders were made by the Treasury, the last 
being dated the 7th May, 1917. 

On the 11th May, 19^7, the acceptance of securities on deposit 
was discontinued, except as regards such securities as were subject 
to the additional Income Tax of 2s. in the £, but the purchase of 
securities was retained. 

Scheme B was closed on the 1st March, 1918, but securities 
subject to the additional Income Tax of 2s. in the £, and which 
had not appeared in any of the requisition orders, were still accepted 
on loan for a period to expire on the 31st March, 1922, under the 
terms and conditions of Scheme A, subject to return at any time 
on the Treasury giving three months’ notice. 

The securities loaned un4cr Scheme A for a period of two years 
from the date of deposit commenced to fall due for return to the 
depositors in March, 1918, and it was deemed desirable to offer to 
extend the term so as to provide for the return of securities ter¬ 
minating at the saqie time as those deposited under Scheme B. 
The majority of depositors accepted the offer, securities to the 
nominal value of only $476,270 being returned at the original 
maturing dates. 

' On the 2nd January, 1919, the prohibition on the sale of .securities 
abroad without the permit of the American Dollar Securities 
Commit,tee was removed, and the functions of the Committee were 
reduced to granting permits for the import of securities sent abroad 
for registration. On the same date the purchase operations were 
limited to ihc requisition/id securities and the securities that had 
been deposited on loan ; and the purchase of the latter was 
discontinued on'28th April, 1919. 

It :s a satisfaction to the Committee to be able tq state that 
notwithstanding the im'inensc number and variety of securities 
loaned to the Treasury, not a single instance has occurred of a 
security being lost. 

The following table shows the totals qf the several currencies of 
the sefuritjes acquired by the Treasury up to 31st March, 1919 
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• • 

for file ptiipose of inainlaming the exchange in New York, and 
also to a nedified extent the exchanges in Holland»and the Scan¬ 
dinavian countries. The purchases include those,made by the 
Bank of lingfand before the appointment oS the Committee, 
amouq^ing to $233,000,000 or, in sterling, to £46,600,000, and 
also those securities which werg bought after they had been loaned 
to the Treasury, the sterling equivalent of wfiich amounted to 


£24,360,000. 

Purchases 

t _ • 

‘ 

Loaded 

Secunties 

Total 

* No of * 
Different 
Securities 

Dollar Bonds 

$ 680,014,944 

197,8.56,380 

877,871,3141 

1,421 

Dollar Shares 

$ 241,.317,761 

303,593,880 

544,911,641 

389 

Sterling Bonds 

1 27,803,232 

115,160,121 

142,963,356 

123 

Sterhng Shares 

£ 875 

— 

875 

1 

Kegistore^ Stocks. 

£ 4,119,358 

171,851,047 

175,970,405 

40 

Home Railways . 

1 

47,494,182 

17,494,182 

43 

Franc TSonds 

Fes. 

8,4.51i500 

R,458„500 

2 

Krone Bonds 

Kr 

8,152.100 

8,1,52,100 

3 

Flonn Bonds 

FIs M 1,600 

4,374,600 

4,486,200 

4 

Fiona Shares 

FIs. 5,341,100 


5,341,100 

1 

2.027 


For the purpose df arriving at the aggregate amounts of the 
securities acquired, the various currencies have been converted 
into sterling at the customary rates, viz., 5 dollars to the £, 25 
^ francs to the £, 18 kroner to tin? £, and 12 florins to the £—• 



Purchases 

• • 

Loaned 

Securities 

• 

Total. 

• 

Dollar Bonds 

Dollar Shares 

Sterling Bonds 

Sterling Shares 

Registered Stacks . 

Home #Rail way s 

Franc Bonds . 

Krone Bonds 

Florin Bonds *. 

Flonn Shares. 

L 

136,002,988 

48,263,552 

27,803,232 

875 

4,119,358 

• 

9,300 

445,0^ 

• 

« 

fe,571,276 
60,718,776 
115,160,124 . 

171,851,047 
17,494,182 
338,340 
4,52,894 
364,550 
- • 

r 

• i 

• 175,,574,264 
108,982,328 
142,963,356 
• 875 

175,970,405 
17,494,182 
338,340 
452,894 
373.850 
44.5,091 


216,644,396* 

405,951,189 

622,595,^85 
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The figures on previous page do not include a special creation of 
$40,000,000 Canadian Pacific Railway 4 per cent. Dollar Debenture 
Stock deposited by the Canadian Pacific Railway ^ornpany. 

From the foreRom)i statement it will be seen that the total 
securities piirchasccl amounted to . . . . . 216,'644,000 

of which the IJan|^ of England boggltt . . . 46,600,000 


and the American Dollaf Securities Committee , . £170,044,000 


The deposits on loan at 31st March, 1919, amounted to , . 405,951,000 
The deposits on loan sold t 9 Trcasuiy amounted to i 24,360,000 
and the special deposit of the Canadian Pacific Railway 
Company amounted to ...... 8,000,000 

Making the total amount actually deposited . . . £438,311,000 


The Dollar Securities can be analysed to a limited extent, thus—■ 


L 

.Purchased 

Loaned. 

Total 

Dollar Bonds 

Dollar Shares , I 

i 

136,002,988 

48,263,552 

i 

39,571,276 

60,718,776 

L 

175,574,264 

108,982,328 

Deduct Canadian securities ! 

184,266,540 

100,290,052 

284,556,592 

included . . . | 

6,651,836 

27,361,344 1 

34,013,180 

Amencan securities 

177,614,704 

72,928,708 

250,543,412 


- - - — 4 - - 




It will be seen that, of the American Dollar Securities, amounting 
to £250,543,000, which game into the possession of the Treasury, 
£177,614,000,, or 71 per cent., were purchased for re-sale in New 
York, and^j£72,928,000, or 29 per cent,, are still held by this country. 

Jhe foregoing statements furnish an indication of the work 
resulting from the operations of the Committee as the position 
stood at the 31st March, 1919. 

Since that date the additional special Income Tax df 2s. in the £ 
was discontinued as from the 6th April, 1919, the purchase \)y the 
Treasury of deposited securities was discontinued on the 28th April, 
and, 'the required* three months' notice having been given, the 
return of registered stocks to the amount of £67,615,000 commenced 
on 1st April. , 
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The r«ult of the ertfleavours to maintain the New York Exchange 
to which the operations of Jhc Committee contributed was that a 
I)ractically*u;^iform rate of $4-76xV to the £ was maintained until 
tlie 21&t M^rcji, 1919, when the control was remowed. 

CjpVERNMENT REVENUE, BORROWINGS, ANi/exPENDITURE 

•Since the Commencement of the War 

• . 

In the following tables. Government Revenue, Borrowings, and 
Expenditure are shown separately for tlte eight-month period— 
2nd August, 1914-31st March, 1915; and for the fiscal ye^s 
ending SlsuMarch, 19J6-1921. This division clearly discloses the 
rapid increase in war expenditure during the course of the war— 


Year Ending 31si March, 1915 


£ 

'total Expenditure. . 560,473,533 

Increase in Exchequer 

Balances .... 73,016.433 

^633.489,966 


Revenue 
Net Borrowings 


. 226.694.080 
. 406.795.886 


;{633,489,966 


1st April-Ist August, 1914 (Pre-War) 


Total Expenditure . 62,113,553 Revenue 

Decrease in Exchequet I Net Borrowings 

Balances .... 5,374,131 | 

^£56,739,422 j 

• 

WAR PERIOD 

2nd August, 1914 -31st Mivrch, 1915 

• • 

L 

Total Expenditure . 498,359,980 

Increase in Exchequer 
Balances . . . 78.390,564 


j(;576,750.544 


Revenue 
Net Borrowings 


54,935.336 

1.804.086 


£56.739.422 


£ 

.• 171,758,744 
. 404,991,800 


5 : 576 , 1 ^ 50,544 


Daily average of total expenditure, £2,059,000. 

Daily average of total expenditure for year.cnding 31st March, 
1914 (pre-war), £541,000.* » " 
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Year Ending Slbx March, 1916 

L '■ 

Total Expenditure . 1,559,158,377 ! Revenue . 

Decrease in Exchequer | Net Borrowings . 

Balances . r . 57,875,946 | 


;il,501,282,431 I 

Daily average o* total expcndituie, £4,260,000. 

Year Ending 31st March, 1917 

i i 

Total Expenditure . 2,198,112,710 j Revenue . 

Increase in ICxcheijiier ' Net Borro,\vings . 

Balances . . . 860.8.S3 


;i:2,I98,97A8,563 

Daily average of total expenditure, £6,022,000. 

Year Ending 31st March, 1918 


Total Expenditure . 2,096,221,405 i Revenue . 
Decrease m Exchequer Net Borrowings . 

Balances . . . 5,405,829 

^2,690,815,576 ' 

I I I ■ n -nr- -i—■ | 

Daily average of total expenditure, £7,387,000. 

Year Ending 31st March, 1919 


Total Expenditure . 2,579,301,188 Revenue . 
Decrease in Exchequer | Net Borrowings'. 

Balances . . . 8,230,524 


^2,571,070.664 . 

Daily average of total expenditure, £7,067,000. 
On 11th Noyember, 1918^ Armistice signed with 
Year Ending 31st March, 1920 

A ' . 

L \ 

Total Expenditure . 1,665,772,928 Revenue . 
Decrease in Exchequer Net Borrowings . 

Balances . . . i ,'1430,409 

;^1,662,342,519 


I 

. ■ 336,766,824 
. 1,164,515,607 


;(1.501,282,431 


/ 

573,427,582 
. 1,62,5,545,981 


42,198,973,563 


I 

. 707,234,565 

. 1,983,.581,011 


;^2,690,815,576 


I 

. 889,020,825 

. 1,682,049,839 


,{2,571,070,664 


Get many. 


i 

. 1,339,571,381 
322,771,138 


1,662,342,519 


Daily average of' total expenditure, £4,551,000. 

On 28th June, 1919, Germany signed the Peace Terms. 
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YfeAR Ending 31st March, 1921 

> A* 

Total Expeml^ure . 1,195,427,877 
Decrease in Kx^cquer 
Balances* .* . . 6,294,591 

/1,189,133,286 

Daily avtTago uf total expeufliturej £3,275,(100. 

SUMMARY FOR SIX YEARS AMD FOUR MONTHS 
2nd August, 1914 31sr March, 1921 

• ' . £ i 

Total Expenditure . 12,392,354,465 Revenue .... 5,443,764,587 
Deciease nfExchequer Net Borrowings . . 6,946,603,996 

Balances . . • . • 1,985,882 

,(:i2,390,368,583 ,^12,390,368,583 

Tlu- expenditure amounts shown in the foregoing tables include 
loans fo All'es and Dominions,, The following table shows the 
amount of such loans and the periods durmg which they were made, 
arcouhng to statementsjuade by the Chancellor of the Exchequer 
at different dates— 

Advances ro Allies and Dominions 
(Million I’i,) 

Advances Advtnccs Ailvanc.is Advances 
duniif' duniu' dunn;* during 

Financid I'inuioi.il Fmiiicud F'lnancial 

Year Year Yeir ^(‘ar 

U)16-17 1917-18 1918-19 1919-20 


Dominions . 

88 

, 59 ^ 

■>7 

-23 

-51J 

119} 

Allies 

288 

539 1 

1 _: 

505 

* 

236 

163 ! 

j 1731 

Total 

376 

i 593 1 

j 552 

213 

Ill} ' 

'• 18a50} 


A graphical leprcseurtition, m *c<jluninar form, of the total 
expenditure, revenue, and net borrowihgs (for 192tlict j'epaymcnts) 
for each of the last oiglil fiscal yeais, is shown oulhe next page. 

A table is given on page 201 showing tlie yarious forms of 
Government borrowing since the commencement of thd war^ up to 
Slst^arch, 1921. The amounts given under Hie heading “ Receipts ” 
do not represent the actual amounts of the vai ious forms of loans 
outstanding on 31st March, 1921, for conversions and part redemp¬ 
tions have materially altered rmany of the‘amounts since first 
received. * 



Total 
Atlvanccs 
trom lAt Aug. 
191-1. to 
31'I Mar 
1920 


. £ 

Revenue .... l,42v5.9S4,666 
Net Repayments .♦ . 236,851,380 


;^1,189,133,286 




Total Expkhoiture for Fiscal Years EndVno 
31st Mai^ich 

Shaded parts represent Revenue Unshaded parts*represent net 
Borrowings Shaded part below base line represents net repayments 
during (iscal year ending 3lst March, 1^21. Total expenditure is 
represented by height of columns from base line 
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• (iovKRNMENi^ Borrowings, Revenue, and Expenditure 
* From 2ttd August, 1914, /o3l5/ March, 1921 


3J per Cent. 
4J per Cent 


t.Yv: 

t. \V; 


ar Loan, 1925-28» 
'ar Ix)an, 1925-45* 


ner Cent. War Loan, 1929-42, and ( 
per Cent. War Loan, 1929-47 ( 


1925, 


1927 


per Cent Funding Loan, 1^0-1990 
per Cent. Victory Bondb . * 

per Cent. Exchequer Bondb, due 1920 
per Cent Exchequer Bonds, due 1930 
per Cent. Exchequer Bonds due 1919, 1920, 1921, 192! 
5| per C-en^ Exchequer Bonds, due 1925 
6 per Ceft. Exchequer Bonds, due 1920 
National War Bonds, ’due 1922, 1923, f924, 

1928? 1929 . 

Treasury Bonds (i 15 years) . 

Net increase in Treasury Bills outstanding 
War Expenditure Certificates 
War and National Savings Certificates 
5 per Cent. USA Loan (issued Octolx^r, 1915) 

Other Debt created under the War I^^an Acts. 1914-19 
(which includes proceeds of Loans raised abroad) 
Temporary 'dvanccs (Ways and Itfeans) 


I^cheqxier Receipts. 

£ 

331.798.408 
592,479,544 

948,459.330 

231,146,047 
244,695,776 
47,942,345 
12,824.800 
416,862,065 
67,21i784 
161.000,565 


1.732.793,516 

22,584.233 

1.105,341,000 

23,561,000 

339,140,794 

50,820,023 

1,309.542,281 

153.489,000 


Subtract follounug issues out of Exchequer-- 
Exchequer Bonds redeoined under the War 
Loan Redemption Act, 1910 , 

Issues under Section 1 (5) of the War Loan 

Act. 1915. 

War Ivoans, Exchequer Bonds, etc , under 
Finance Acts, 1916 (Section 61) and 1917 
(Section 34) . 

Exchequer Bonds paid off. 

War Expenditure Certificates under War 
Loan Act. J916 .... 

Principal of National Savings Certificates 
American Loan, 1915, redeeified 
Depreciation Fund under Fmanc^ Act, 1917 
Issues under the Civil Contingencies Fund 

Act. 1919. 

Excess of other Issues pver other l^cceij^ts 


16,395,500 


170,143,313* 


232,812,985 

134,657,609 

23,561,000 

54,600.000 

59,229,221 

122,361,026 

29.489,814 

1,842,047 


7,791,696,511 


845.092,515 


Net borrowings, 2nd Aug, 1914 31st .^arch, 1921 . • 6,946,603.996 

Add Revenue for same period . . . 5,443*764,587 


• ^ 12,390.368.583 

Add decrease m Exchequer Balances . . * ^1,985,882 

Total declared expenditure for period 2nd Aug, 1914 31st 

March, 1921, chargeable against revenue. . . ^12,392,354,465 


* Through Conversions j£62,745,000 in issue on jUst March, 1920 

* ^13.007,000 in issue An 31st March, 1920, owing to ('(diversions 

* Includes repayments to Bank of EnglancI of {,160,427,623 
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' GOVERNMENT REVENUE 

The f(»ll(,wing tabR shows Iho revoiUU', and the peicentago it 
bore to the total expenditure for each fiscal yeai since 1914— 


For Fiscal 
year ending 
31st March 

Total 

Expenditure 

Total 

Revenue. 

K< \enuf 
< X pressed .is 
pen/ ntige of 
Expenditure 

FstirnaU d 
• Normil 

K( venue ^ 

Excess of Actual 
oVvT (stiinated 
Nuriiidl 
dti'vcnue 


( 

£ 

% 

c 

1 


(milhoiis ) 

(millions ) 


(millions ) 

(millions ) 

1914 . . 

,197 

198 

100 5 

196 

2 

1915 . . 

561 

227 

40 4 

207 

20 

1916 . . 

1.559 

337 

21 G 

212 

125 

1917 . . 

2.198 

573 

20 1 

217 

:m 

1918 

2.(>96 

.707 

' 20 2 

222 

4SS 

1919*. . 

2,579 

889- 

34 5 

227 

662 


9,593 

i 2,733 


1.085 

1,648 

1920 . . 

1,666 

1,340 

SO i 


1,108 


11,259 

4 073 


1.317 

2,750 

1921 . . 

1,195 

1,426 

119 3 

237 

1,189 


12,454 

5,499 


1,S54 

_ 

3,945 

' * If the. war had not taken place , 

iiit the .innua 

inrrL as4 s tv 

oiiia not have 


bee.I t'j'ial. 

* Armistice made with Germany, lUh November, 1918 I’eace signed 
28th June,^ 1919 

It will be observed from the above table that, since 1914, there 
was a, considcraiile expansion in revenue each year, the greatest 
expansions taking place during the fiscal years ending 31st March, 
1917, 1919, and 1920. (More than half the expansion in the last 
named year was due to *ile.of surplus war stoics and other assets.) 
It will also be noted Irom the figures jthat there was a surplus of 
£231,000,000 for the fiscal year ending 31st March, 19fil, as against 
a deficit' of £326,000,000 for the >pi evious fiscal year. As soon 
as it was redognizcd that the war was likely to prove of long 

202 ' 
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duratfoii, the Government did not hesitate to impose a consider¬ 
able increase in taxation with each* successive Budget,* not 
only widli the object of financing as great a part as possible of 
war ex^cMiture out of revenue, but also wi^h the object of 
increased taxation compelling reduction in x;ivilian consumption 
of ^oods and services at a time when war conditions demanded 
general‘public economy. A great war neccssaiily entails a con¬ 
siderable transference of national eiic'rgy from peace time production 
to war requirements, the economic liiit! of division being reached 
when any further transference of purchasing power from^the 
public tii'the Government would involve impaired efficiency and 
reducecljoutput of munitions and other goods and materials required 
for the prosecution of hostilities. 

The total revenue received since 1914 includes, of course, the 
amount that would have been received uadcr peace conditions. 
It is nut possible to state definitely what such amount would have 
been if the war had not taken place, but in the foregoing table it 
will fie obs' . vcd that an allowance ha% been made for an average 
annual mere.' of £5,000,000 in nofmal revenue in estimating the 
total extra revenue ratsed during the six years 1st April, 1914-31st 
March, 1920, namely £2,756,000,000 ; or during the seven years 
1st April, 1914-31st March, 1921, namely, £3,945,000,000. It is 
very evidimt that such an enormous amount of increased revenue 
could not have bben laised except for the great increases in profits, 
wages, and salaries during the same period. 

As to the Sources from which the extra revenue was obtaine^, 
the first of the tables giverP at the end of the chapter shows that, 
in the mam, the increase was derived from Income Tax, Excess 
Profits Duty (a new tax and reviewed later), Customs rffid Excise. 
• • 

* No material new taxation was impo‘^d by the Bude^t of 4th May, 1915, 
a further increase in Income Tax rates rbr the fiscal yrar 1915-1916 having 
l>oen provided for m the Supplementary Budget of 17tji November, 1914. 
Mr. J E Allen considers that the Government should have impost much 
greater taxation dunng the war, particularly in its e^rly stages. 

* The dates on which the various Budgets between 1914»and 1921 were 
introducc^j into the House of Commons were as follows 4th May, 1914 
(Mr Lloyd George), 17th November, 1SU4^(Supplementary, Mr Lloyd 
George) ; 4th May, 1915 (Mr Lloyd George) ; 2Ist September, 1915 (Supple¬ 
mentary, Mr McKenna); 4th •April, 1916 (Mr McKenna), 2nd May, 1917 
(Mr. Bonar LKw) ; 22nd April, 1918 (Mr. Bonar Law) , 30th April, 1919 
(Mr Austen Chamberlain) ; I9th April, 1920 (Mr Austen Chitmbcrlam) ; 
25th April, 1921 (Mr Auien Clian'^berlain, on Umalf of Sij Robert Horne, 
the new Chancellor of the Exchequef) 
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A large amount {see miscellaneous special receipt.) was also received 
from sale of surplus war stores after the termination of the 
war. The actual increases recorded under the headings Postal, 
Telegraph, and Telephone Services were relatively sm?) i, |nd were 
necessitated by the' increased cost of maintaining ^uch public 
services. 

It is not possible in a space of a chrpter to review in detail the 
various alterations made in individual taxes and duties since 1914, 
but it may be said that nearly all taxes or duties which were in 
operation bqfore the war were considerably increased during its 
continuance. The Income Tax underwent several alterat^ns, both 
in rates and allowances. Certain new taxes were also ’mposed, 
the main new revenue producing measure being the Excess Profits 
Duty, considered below. 

Excess Profits Duty 

Very early in the war there was a growing volume of opinion 
that some form of limitation should be placed on producers, 
manufacturers, traders, and others extracting abnormally large 
profits from the community duing the continuance of hostilities. 
Very large profits were being easily made on account of scarcity 
conditions, created by Government demand for war requirements 
competing severely with civilian demand. It was rightly contended 
that various members of the community should not be permitted 
qnduly to enrich themselves out of war conditions whilst large 
numbers cf men were fighting and dying for their country on the 
battle-fields. 

Recognizing the equity of a tax on abnormal profits indirectly 
due to conditions created by the war, the Chancellor of the 
Exchequer (Mr, McKenna), in the Supplementary Budget intro¬ 
duced, into tfie* House of Commons on 21st September, 1915, 
announced a new tax to be known as the Excess Profits Duty. 
This tax provided that 50 per cent, of all profits above a defined 
"pre-war standard” wt-e.to be paid over to the Treasury, ljut 
the duty was not to apply to farmers aqd professional men. It was 
estimated by the Treasury that the tax would yield £30,000,000 
on estimated excess profits of £60,000,000 in a full effective war 
year. This atmount later proved to have been a very serious 
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• • 

undcr-tstimate. * In successive Budgets the estimated yield was 
very gro^By increased, and approximated to actual receipts. In 
the Budg^ntroduced on 4th April, 1916, the Excess Profits Duty 
was increas’d to 60 per cent., and in that introduced on 2nd May, 
19y, to 80 per cent. At the latter percentage it remained until 
reduccd-to 40 per cent, by,the Budget introduced on 30th April, 
1919. The duty was again raised to 60 pet cent, in the Budget 
introduced on 19th April, 1920, and was finally removed in the 
Budget introduced on 25th April, 1921, a promise of such removal 
having Ijghn previously made by the Chancellor of tfie Exchet}uer 
(Mr. Ai^sten Charalicilain) in a speech made at Birmingham on 
3rd February, •192V 

Tlie table given below shows the yield of the Excess Profits 
Duty for each year since its imposition. Ip comxection with this 
table it has to be borne in mind that thei e was, for various reasons, 
considerable delay in the collection of the tax, often amounting 
to over tweu e months, and that there was also some evasion of (he 
full liability under the tax. • 

Vn:i.r> OF Fxcess Frofits Duty Collected by iue 

rXCHEQUKR 


For year ending 31st March / 


I91f> .... 

140,000 

1917 .... 

139,920,000 

1918 .... 

220,214,000 

f919 .... 

285,028.000 

1920 .... 

290.045.000 

1921 . . • . 

219,181.000 

I'otal 

i 1,154,528 000 


• • 

The above figures include a relatively small* amount received 
from controlled firms (Munitions Lcv^). • 

In introducing the Budget on 25th April, 192l, for tlrc fiscal 

’ In an article that appeared in the Bankets' M^a^azmt for December, 
1915, Mr# A H Cabson pointed out that a very grave undcr-cs^matc had 
bticn made of the yield to be eventually dcr^ed from the Excess Profits 
Duty m a full effective war year. Mr. Gibson gave reasons and calculations 
for estimating the yield, on a 51) per cent basis, at between ;£200.000,000 and 
^250,000,000,* and also expressed his opinion that there was bound to be 
considerable delay and some leakage m collectiou The basis of tlie calcu¬ 
lation was tlie Budget citimate of Ixirrowings lor the current fiscal year, 
due allowances being made for the prd^war rate of national savings, borrowings 
abroad, sales of foreignwnvestmcnts, and other factors. 
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year ending 31st March, 1922, Mr. Austen Chamberlain stated 
that nearly £300,000,000 of Excess Profits Duty was in.j^ocess of 
assessment, and further large amount remained to if/O asscs,sed. 
He pointed out, however, that a very large amount musi be allowed 
for adjustments on appeal, and for repayments on account of 
deficiency in the case of businesses wh/ch were suffering fiom the 
trade depression. The estimated receipts from the duty for the 
current fiscal year were £<20,000,000. 

The Excess Profits Duty was a well-intentioned tax, but unfor¬ 
tunately it gave rise to very unexpected evils, under conrjitions of 
scarcity. Generally speaking, it was passed on to the consumer; 
it became an indirect tax on commodities. Wliilst scarcity con¬ 
ditions remained, and until the slump in trade, it w'as the practice 
of manufacturers and .traders, in fact, of all who were likely to be 
subject to the tax, to fix the selling price of goods they offered lor 
sale at such an amount as would yield them a substantial mt ^iiofit 
ajter payment of Excess I^nifits Duty. Experience soon proved 
that such net profit was usually considerably m excess of the 
pre-war customary amount. In connection'with this matter, the 
Report (Cmd. 858, p. 4) of the Committee appointed to investigate 
the prices, costs, and profits of the manufacture of Yorkshire 
Tweed Cloths contained the following statement : " In practice, 
wc find that Excess Profits Duty is added by manufacturers to 
the prime cost of the article and is an important factor in putting 
up prices.” 

The pasijing on to the consumer of Excess Profits Duty brought 
in its wake the following cumulative evils: (1) Euither demands 
for increase's in wages and salaries ; (2) further inflation of credit 
and currency ; and (3) materially incrc'asedc cost of necessary war 
materials. Through acceleratirg and being one of the causes of 
the rise in priles, it broughv paiticular hardship on people with 
fixed incomes. Finally, the tax led to extravagance by those to 
whom it was, applicable, and at a time when there was urgent 
necessity' for the greatest possible national economy. Yi'hatevfr 
increased general charges or expenses were incurred by a firm or 
individual subject to the duty, the Government obviously paid 
indirectly a large part, of such increase, the proportion varying 
with the tax percentage, and being in the first instance extracted 
from the consumer. 
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Taxation Policy During the War 

* 

Fiom tn^iarticulars already given of the rev^enue since 1914 
(and thc4al|es at the end of the chapter), it is obvious that tlic 
Government financed a considerable part of the immediate cost 
of the w^r out of the proceeds of taxation. After the declaration 
of Peace, the surplus receipt;? fiom the Rifvenue were devoted 
to part liquidation of war-time borrovjings abioad and of the 
floating debt as represented by Tieasury Bills and Ways and 
Means Advances. But notwithstanding the cnornioiif increase* in 
taxation made during the war, thert were many authorities who 
considere?! that ^taxation should have been made a still heavier 
burden on the community during hostilities, partly with the object 
^of lessening additions to the National Di'bt,^and p,,artly with the 
^object of enforcing greater economy in civilian consumption of 
.goods and services. Doubtless further taxation to the extent of 
10 to €0 piT- iieiit. could have licen placed on the community, in 
paiticular duio g the early stages of. the war, but the degree to 
which taxation may at ^ny time be safely imposed must obviously 
be largely governed by certain general considerations. In maltcis 
appertaining to finance, the Government has at all times to bear 
in mind the current temperament of the public, and to considei* 
any proposed chaiige or additional burden on the conimunity from 
the standpoint of exix'diency. During the war the increased 
taxation, direct, and indirect, pressed very severely on people with 
fixed incomes, and any furthej: matciial increase might have broken’ 
up a large number of homes, tjnder the scarcity conditions ruling 
during the war, producers, manufacturers, and traders wnre easily 
able to pass increased tiytation on ,to the consunicr. 

An equitable imposition of taxatioi\ is at all timqs an exceedingly 
difficult matter, if not impossible. Money wages anti profits can 
usually adjust themselves somewhat to increased taxation, whether 
direct or indirect, particularly if there be incri'ascd .production, 
but not tl^e purchasing power of people wijji fixed incomes.* Such 
people pay not only their share of dircct’and indirect taxation, but 
also part of the direct ttfxation that should be borne by 
others, which is, however, passed on to tlyi consumer dn the 
prices of commodities. 'An cqmtable system of taxation would 
therefore demand special abatements^in direct taxation borne 
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by people with fixed incomes, if such concessions wer<' at all 
practicable. 

The adoption of the principle "ability to pay” ir admittedly 
the ideal equitable basis of taxation at all times, but i. wjuld seem 
impossible to maintain it unimpaired under war conditions, which 
inevitably cause large economic disturbances. Rapid and widc- 
epread changes took nlace in the distriDution of the national income 
during the recent war, notj^nly on account of economic disturbances, 
bul also largely through inflation and apparent but artificial 
prBsperity some classes created by the free spending, of Govern¬ 
ment funds on war requirements. The sacrifices csseiuial during 
the recent war were, in consequence, very unequally distributed, 
in particular, the fixed income classes were compelled to make a 
proportionately greater contribution than the producing and other 
classes. 

The new tax, known as the Excess Profits Duty, brought in its 
wake, as already stated, many unexpected cumulative evils. The 
principle of the tax was sqund, but it ran up against human 
nature—the insatiable desire of some p 9 oplo to extract larger 
profits from the community whenever possible, and under peace 
or war conditions. A 100 per cent, tax on excess profits would 
•probably have caused less inflation and less social discontent, but 
there would have been no inducement left, to^those who require 
the spur of larger profits, for the exercise of greater energy and 
industry. For this reason, the Munitions Levy, which applied to 
■controlled firms, and was a 100 per cent, tax on profits over a 
certain amount, practically failed as a revenue producing measure. 
Its enemy was human nature. The amount collected undci this 
tax from all controlled firms wjis almost negligible. Possibly the 
least objectionable tax that could have been imposed during the 
war would have been a stpeply graduated tax on increases of net 
income. It would have had less influence in raising prices than 
the Excess^ Profits Duty. Taxes which lead to extravagance, 
very high prices, or restriction of output, are obviously bad from 
a national standpoint. 

If it had been possible to increase taxation by a fmther, say, 
£1,000,000,000 for the five-year period 1915-1919, spread equitably 
over all classes without causing grave social disoi ders, the National 
Debt would probably have been at least £2,000,000,000 less than 
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its present amount. 'As a result of such further increase in taxation, 
there would have been le^s civilian consumption of goods and 
seivices, necessity for inflation, and, in consequence, the 
Governmcjit Vould have had to pay less for the goMs and services 
it required feV the prosecution of hostilities. Greater taxation 
would therefore have been accompanied by lesser prices and 
reduction'll neccssaiy loans.* 'l^he consumer ^ould have received 
some compensation for the higher taxation m a reduction or 
slackening m the rise m tlie cost of living. In particular, consider¬ 
ably increased taxation was desirable during the firs^ two yerirs 
of war 111 arder to clyick or reduce the tendency of puces to rise 
owing to ‘carcity conditions. In this event there would have been 
less necessity Uft inVieases m wages, and less inflation. Tlie 
worst penalty for making large additions In the National Debt 
tluring a period of rapidly using prices is that (he buiden of 
fepayment increases later when prices tall and tend to become 
normal^ again. 

Whatever be ihe maximum aniount tho Government could have 
possibly laised ,u taxation during the recent war, it will be a 
matter of wonder to fufnie histoiians that the country was able 
to increase its icvenue from £198,000,000 for the year ending 
31st Maich, 1914, to £1,340,000,000 for the year ending 31st March, , 
1920. That such an enoinious increase was possible in a jieriod 
of SIX years is due lo the fact that the national income, measured 
m money, increased enormously during the war, through the 
lavish exjienditnie of boirowed money and the effects of inflation. • 
Tlie national income before file war was officially estimated at 
£2,200,000,000-£2,400,000,000. For the year 1919, the amount 
would probably not be far .short of £.5,01)0,000,000, the increase in 
the main being due to higher profits,* wages, anil sahuTcs, the result 
of scarcity and inflation conditions. 'The whole bf tjiis increase 
can obviously not be maintained m immediate future years, land 
consequently a fall in the yield from existing taxes js to be expected 
during coming years, with the exception of receipts fAim Estate 
Dutij.s, which are likely to rise as a rcsiUt ti the accumulation of 
war wealth by sundry persoin*. 

Whilst refening to the national income, it is interesting 
to observe that the National Debt at the eild and the national 
income at the commencement of* the recent war, and at the 


U—(1723) 
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end and commencement of the Napoleonic Wars, bore similar 
ratios— 

National Debc after Great European War. , ;^7,876,00^,000 (1920) 

National Income before Great European War , ^0,000 (1913) 

Katio to^l 

National Debt after Napoleonic Wars . . ;^84C,000,000 (1816) 

National Income before Napoleonic Wars . £250,O00,O00M1792) 

Ratio 3*4 to 1 

* Estimate quoted by Mr.| Joseph Kitchen. P.i^c 2.J7, Credit, Industry and the War, 1915. 


Throughout tlie war’’'there was conflict of opinion as to the 
relative proportion of necessary increased taxation to be added 
to direct or indirect taxation. At all times this is a" matter that 
must be largely determined on grounds of expediency, equitable 
distribution, ease of collection, and other co.isiderations. But 
there is much to be said in support of the opinion tliat all individuals 
should, as fa, as piacticable, have brought home to them in the 
form of direct taxation the amount they pay for being meinbera 
of the State, if increases in direct taxation can be equitably imposed, 
easily collected, and made without causing grave social discontent, 
otherwise increased indirect taxation may be preferable in the 
long run. In the case of intoxicating liquors, duties thereon ctfe 
necessary to restrict consumption for health and social reasons. 

Taxable Capacity of Country 

On every occasion before and during the war, whenever a Budget 
imposed a considerable amount of new taxation, many people have 
expressed the opinion that the taxa’ole capacity of the coinnuiiuty 
had been exceeded, and that dire lesults would follow the imposition 
of the ddditional taxation. And yet subsequent experience proved 
the falsity o{ such previously held (.pinions. The interesting 
question therefore arises—bn what basis does ultimately rest 
the, real taxable capacity of a country ? The answer is that the 
amount is closely connected with the level of prices, productive 
capacity, the current standard of living, and equitable distribution 
of taxation. It is obviously therefore a variable amount, for 
production is largely dependent on hours of labour, willingness of 
all workers, mental and physical, to put forth their best efforts 
whilst at work, application of machinery and other aids to industry, 
and invention. To get at the truth of many financial problems it 
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is often* advisable to*consider them from the economic standpoint, 
to think in terms of goods ^nd services, and not in money and its 
equivalent^ which are only the media of exchSnge. The real 
meaning yf .laxation is that the community malces a free gift 
annually of a certain amount of goods and services to those whom 
the community chooses to govern, to protect the national interests 
and ternfory, to provide ceftajn public utilyy services, and to 
those who are prevented from supportinfj themselves on account 
of physical disabilities or age reasons. The administrators or 
distributors of such goods and services are the Govcpiment a«d 
local governing councils. In reality, a soldier whilst protecting 
his country, actively or potentially,’ is given goods and services by 
other members ol^the^ommunity in exchange for such protection. 
On discharge from the Army, should he then be entitled to a 
pension, goods and services, though of lesser an1ount,'arc still given 
to him as deferred part-payment of past services. Similarly in 
t*lie easy of all paid public officials. Interest received on account 
of holdings of ' 1 overnmciit securities is equivalent to an annual 
payment by the ciovernnient of goods and services for past goods 
delivered or other services rendered to the State. 

Taxation can therefore usually be increased safely with every 
increase in production (per head of population) without affecting . 
the current standard of living. Should an increase in taxation be 
gieater than increase in current production, it will tend to act as 
a spur to greater efforts by those who desire to maintain their 
customary standard of living. Generally speaking, however, 
increases in taxation in normal times should not absorb tht; whole 
of increased production, in order'that thcie may be a margin left 
for a gcneial raising of the standard of living, and as an inducement 
to still greater production^ When taxation increasos at a greater 
rate than production, comforts and luxuries have nti e!y>arily to be 
reduced, and eventually a stage would'be reached when leiser 
efficiency of producers, or social distmbances, wouldgause a reduction 
in output, and indirectly lesser exchequer receipts. Tfie taxable 
capacjfy of country is therefore closely cAmected with current 
production and an equitable distribution of taxation based on the 
principle “ ability to pay.” It cannot be definitely fixed at a 
certain percentage amount of the national incdliie as expressed in 
money. When taxation exceeds the economic taxable capacity of 
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a community, it will usually disclose itself by gi owing social dis¬ 
content. Before the war, taxation might have been increased by 
a further 50 pcf cent., if equitably (listnbutcd, with(,^;tc mateiially 

affecting the economic conditions of the conntiy. i 

r 

Estimated Government Revenue and Expenditure 

For*^iscal Year Endrig'^Xst March, 1922 

0RI>..'4ARY RECKII'Ts and Lxplnditukl 


I I Consolidated Fund Services. 


Cr' toms ... 

126,800,000 



Excise ... . . 

196,200,000 

Nation il Diht St-rviiis— 

c 



Iiii-Kie the hxeil l)« lil Ch irfjr. 

24,500,000 


323,000,000 

Outside the bxetl D«l)t Ch.irge 

.‘120,500,000 

Motor Tax 

9,000,000 


345,000,000 



Road Puinl '* 

8,400,000 

Estate Duties 

48,000,000 

Lor.il Tfx.ition Accounts, Etc. . 

11,115,000 

Stamps 

2I,(X»0,000 

Land Sctthniuit 

5,0()0,000 

Land Tax and House Duty 

2,500,000 

Other Consolidatcil I-und Servjies 

1,757.000 

Income fax (mcludiiif' Supef Tax 



'■ ■ - - 

and Mum ral Rights Duty) 

410,500 000 

Tot.ll Consolidated Fund Services 

371,272,000 

Excess Profits Duly 

120 000,000 1 

1 


Corjxaration Profits Tax 

.10,000,000 , 

Supply Services 



632,0(X>,000 t 

Army 

95,963,000 


«-' 

Navv 

80.479,l«K) 

Post Office 

6O,0'X).O00 

Air Foicc 

l(»,940.f>00 

Crown Lands 

{>50,000 j 

Civil Sirvices 

327,503,000 

Receipts from Sundry Loans 

12,000,(K»0 1 

Customs, r XLise, md Ini md Revenue 14,701,000 

MisceUaneous Receipts 

21,500,000 • 

Post Olhic Sirvuis 

67,165.000 



Total Supply Services 

(>02.751,000 


j 

Total 

974,023,000 


i 

Surplus . 

*84,127,000 

Total . . . . 1 

,058,150,000 ! 

Total . . : 

1,058,150,000 

Special Receipts and Expenditure 


Special Revenue— 

i 


£ 

Ansmg (roin the realization of 


Liquidation of War Coimnilineiits 

65,705,000 

War Assets 

158,500.000 

Surplus 

•92,795,000 


158,-500,000 

rotd .... 

158.500,000 


‘ Against thi.A surplus must be set contingencies, in particular m connection 
with the Coal Stoppage, which will adversely affect estimates both of revenue 
and expenditure to an extent which is not at present calculable 

* Against this surplus must be set liabilities at present unascertained 
arising out of the liquidation of War Agreements for the control of Railways, 
in particular, arrdars of maintenance and deterioration. 

Whether annual taxation to the extent of £800,000,000- 
£1,000,000,000 can safely be maiiitained during the next ten 
years .or so, only experience, based on close observance of economic 
conditions, can prove That part which is devoted to payment 
of interest on War Loans is, in the main, received back again by 
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the compiunity. Interest will be a diminishing amount as reduc¬ 
tions are effected in the National Debt and conveisions to lower 
rates aic s?k;cessfully effected m the future. The charge on the 
E.xchcquc* fo^ pensions will also giadually diminish in future years. 
Tlie degree orta.xation, in so far as it affects costs of production, 
will llave^to be largely governed by the strength of future foreign 
competition. Tins in its tui’n .will be depenilent on output per 
hour, per unit of labour, within this eountjy. 

The Butlget intri.dueed into the House of Commons on 25fh 
April, 1921,.provided for an estimated total revenue i'll' the fisfal 
year ending' 31st M.uch, 1922, of 216,650,000 Tliis amount 
includes ^64,000,000 leeeipts from ta.xcs and £252,650,000 from 
non-la.x n-vemie ^iiditsive of £158,500,000 arising from the realiza¬ 
tion of war assets) On the previous page there is given a state¬ 
ment showing particulars of estimated revenue and expenditure 
Jor till' year ending 31st Mareli, 1922 The Corporation Profits 
Tax shttwn in 0ns Slatemeiit is a new small tax, introduced by the 
Budget of 19t'i April, 1920, on thi^ pfofits of limited liability 
companies engaged m trade or similar transactions. 

Rr.TURNS OF Revenue and Expenditure 

On the next two pages are given tables showing the various 
sounes of Goveinmeiit revenue and broad divisions of expenditure 
for each fiscal year since the commencement of the recent war, 
the figuias for the year ending 31st March, 1914, being given for* 
the puiposeof comparison. Tlie amounts given under thc’heading 
"Supply Services” in the expenditure table include the^cost of 
the ordinary Civil Services, the Post Office Seivices, the Customs, 
Excise and Inland Revenue Departments, all e.xpeiisiM in connection 
with the Army, Navy, and Munitions (together wi^i the sums 
expended thereon in peace time), loans and advance’s to Alkcs*and 
Donunions, payments to the railways under the terms of control, 
purchases of foodstuffs hy the Government, and sundry, other 
charges aiising out of tlu' war, but exclttsix^i of interest payments 
on the War Debt, which ate chargeable under “Consolidated 
Fund Services,*’ In the third table, revenue and net borrowings 
are shown expressed as percentages of the total expenditure. 
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SOURCES OF REVENUE 


For Fiscal Year Ending 31st M^rch (OOO’s Omitted) 



1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

.fi)20. 

1921. 


£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

Customs .... 

35,450 

38,662 

59,606 

70,561 

71,261 

102,780 

149,360 

134,003 

Excise . . 

39,590 

42,313 

61,210 

56,380 

38,772 

59,440 

133,663 

199,782 

Motor Vehicle Duties 

._ 

— 


_ 



7,073 

Estate, Etc, Duties 

27,359 

28,382 

31,035 

31,232 

31,674 

30,262 

40,904 

47,729 

Stamps .... 

9,966 

7,577 

6,764 

7,878 

8,300 

12,438 

22,d86 

26,591 

Land Tax . . . 

7oa 

630 

660 

640 

665 

630 

680 

650 

House Duty 

Property and Income 

2,000 

1,930 

1,990 

1,940 

1,960 

1,850 

1,960 

1,900 

Tax (including Super 









Tax). 

47,249 

69,399 

128,320 

205,033 

239,509 

291,186 

359,099 

394,146 

t X ness ProfitsDuty <S.'C 

_ 

_ 

140 

139,920 

220,214 

285,028 

290,045 

219,181 

Coif ’ation I^ofitsTax 



— 

— 


— 

650 

Land Value Duties. 

715 

412 

363 

521 

685 

664 

663 

20 

Receipts from Taxes 
% of Total Revenue 

163,029 

189.305 

290,088 

514.105 

613,040 

784,278 

998,960 

1,031,725 

(82 2) 

(83 5) 

(86-1) 

(89 6) 

(86 7) 

(88 2) 

(74 3) 

(72 4) 

Postal Service . . 

21,190 

20,400 

24,100 

24,350 

25,200 

29,400 

31,000 

36,100 

Telegraph Service 

3,080 

3,000 

3,350 

3,350 

3,500 

3,800 

4,850 

5,200 

Telephone Service . 

6,530 

0,250 

6,450 

6,400 

6,600 

6,800 

8,300 

8,200 

Crown Lands . 
Receipts from Sundry 

530 

545 

550 

650 

690 

760 

680 

66C 

Loans, etc.— 









Ordinary Receipts > 
Speaal Receipts \ 

1,580 

1,277 

2,432 

8,056 

6.056 

11,679 

< 1,004 

{ 13,948 

991 

29,779 

Miscellaneous— 









Ordinary Receipts \ 
Speaal Receipts J 

2,304 

5,9:7 

9,797 

16,517 

52,148 

52,303 

( 16,050 
< 264,779* 

25,389 

287,940» 

Receipts from Non* 









tax Revenue . . 

35,214 

37,389 

46,679 

59,323 

9“I94 

104,742 

(118) 

340,611 
(25 4) 

394,259 
(27 6) 

% of Total Revenue 

(17 8) 

(16 5) 

(13 9) 

(10 4) 

(13 3) 

Total Revenue . . 

198,243 

226,694 

336,767 

573,428 

707,234 

889,020 

1,339,571 

1,425,984 


EXPENDITURE CHARGEABLE AGAINST REVENUE 
For Fiscal Year Ending 3Ist March (OOiTs Omitted) 



1914. 

1915. 

1916. 

1917. 

1918. 

1919. 

1920. 

1921. 

Consolidated hund 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

Services— 







Permanent Charge 
on Debt *. . 

Interest, etc., on 

24,500 

20,497 

20,338 

19,783 

19,628 

23,638 

23,773 

24,500 

War Debt 

Road Imp ove- 

— 

2,172 

39,911 

107.467 

170,023 

246,327 

308,261 

325,099 

meot Fund 
Payments to Local 

1,395 

1.528 

694 



—. 

— 

8,937 

Taxation Acs.etc. 

9,734 

9.529 

9,757 

9.896 

9,731 

9,661 

10,746 

10,785 

Land Settlement 
Other Consohdatd 

-fi 

— 


— 



3,477 

6,930 

Fund Services . 

;,694 

1,694 

2,788 

1,974 

1,670 

1,699 

1,948 

1,796 

Total Consolidated 









Fund Services 

37,323 

35,420 

73,488 

139,120 

201,252 

281,345 

348,205 

378,047 

Supply Services. 

160,170* 

525,054* 

1.485,670*2,058,993 

2,494,969 

2,297,956 

1,317,568 

817,381 

Total Ex'^nditurc 

197,493 

560,■^74 

1,559,158 

2,198,113 

2,696,221 

2,579,301 

1,635,773 

1,195,428 


• Includes sales of surplus war stores, materials, foodstuffs, etc. 

• The normal expenditure upon Airoy and Navy fo-- 1914-1915 was 
£n,mfm and estimated for 1915-1916 at /80,336,000. 

• Includes ;^160,428.*000 repaid to the Banlj of England during the year 
ending 31st March, 1916, for advances previously made for war purposes by 
that institution. 
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‘jlEVENUE, ‘BORROWINGS, AND EXPENDITURE: 

For Fiscal Year Et^ding 31st March (OOO's Omitted) 


\ 

Revenue. . •. 

Net Borrowings. 

L 1914. 1 

! 198,243 
|3,355 ' 

1915. 1 
£ 

226,694 1 
406,796 1 

1916. 

£ 

336,767 

1,164,515 

1917. 

£ 

573,428 

1,625,546 

1 1918. 

707,234 
|1,983,581 

1919. I 

£• i 

889,020 
1,682,050 ! 

1920. 

£ 

1,339,571 

322,771 

1921. 

£ 

1,425,984 

236,851* 


1201,598 ■ 

633,490 

1,501,282 

2,198,974 

2,690,815 

2,571,070 

1,662,342 i 

1,189,133 

Change m Ex- 

! 1 




1 


i 


chequer bdUirltes* 

|H* 4,105 

-1-73,016 

- 57,}i76 

-1- 861 

1 - 5,406 

j - 8,231 ! 

- 3,431 1 

-6,295 

Total Expcnilitua* 

' 197,493 ; 

560,474 

'1,559,158 ' 

’2,198,113 

12,696,221 

^,579,301 ^ 

1,665,773 

1,195,428 



Percentage of Total Expenditure. 




Revenue 

100 38 

40 45 : 

1 2160 i 

26 09 

26 23 

1 34 47 

80 42 

119^ 

Net Borrowings. < 

1 70 

72 58 

1 74 69 

73 95 

73 57 

65 21 

«I9 38 

19 81* 


102 08 

113*04 

; 96 29 

100 04’ 

I 69 80 

99 68 

99 80 

99 48 

Change in HxcImi 





1 




quer Balances*. 

-f-2 08 

-1-13 03 

, - 371 

-1- 0 04 

- 0 20 

- 0 32 

- 0 20 

- 0 52 

Total Expenditure 

100 00 

100 00 

100 OO 1 

100 00 

1 100 00 

100 00 1 

100 00 

100 00 


* Subtract Increase +, add Decrease 

• Net Repayments. 



CHAPTER VIII 


COST OF THE WAR 

The revised Budget estimate given by the Chancellor ol the 
Exchequer before ti.e war of the expenditure for the fiscal year 
ending 31st Maich, ]91'5, was ;f207,000,000. Assuming that the 
war liad not taken place, and that the expenditure since 1914 had 
intreased aPthe rate of £5,000,000 per annum, noiinal expenditure 
for the seven years ending-31st Mauli, 1921, woiild'liavc bten 
about £207,000,000, £212,000,000, £217.000,000, £222,000,000. 
£227,000,000, £232,000,000, £237,000,000; totaffor seven years, 
£1,554,000,000. Subtracting this £1,554,000,000 from the actual 
expenditure, £12,454,000,000, under war conditions, there is 
obtained £10,900,000,000 as the cost of the war to the United 
Kingdom up to 31st March, 1921 inclusive of loans to All.es and 
Dominions. Assuming that £900,000,000 is eventually repaid by 
the Allies and Dominions (about half of ,thc total loans thereto, 
an assumption made by the Chancellor of the Exchequer on 20th 
May, 1919), the money cost of the war to the United Kingdom up 
■to 31st March, 1921, would be about £10,000,000,000. From this 
amount a further reduction of from £150,000,QOO to £200,000,000 
has to be made, representing estimated value on 31st March, 1921, 
of surplus war stores, raw materials, etc., remaining unsold at 
' that date, and other war assets. Taking the higher figure, the 
money cost of the war up to 31st March, 1921, would be represented 
by £9,800,000,000. But tins amount is only pait of the money 
cost of the war. To obtain tli,c total cost of the war there .should 
also be added'the capital value of the iiici eased annual expendi¬ 
ture in the .future as a qonsctiuence of the war (less interest on 
debt), the capital value (if such could be estimated) of the loss of 
lives and iuvalichsm arising out of the war, and a deduction made 
for value of conceded territories and receipts from pidemnitics 
payable by enemy PcAer',. A relatively small addition shouW bo 
made for other war liabilities not yef liquidated, such as payments 
under the agreement; made with the railway companies. Probably 
the final nqt money cost of the* war to-the Goveinmcnt will be 
between £12,000,000,000 and £U,000,000,()00. 

' 216 
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A Wbitc Paper (Cind. 779) issuer! by the Treasury on 29th 
June, 1920, and showing Wie estimated Exchequer expenditure m 
a “ Norma>” year for the future forms a basis for robghly estimating 
the capit*! value of increased annual expenditure arising out of 
the war. Oii the assumption already made, that the annual 
expc^iditure would probably have increased at an aveiage rate of 
£5,0(X),000 per annum, if the* w.rr had not taljen place, the expen¬ 
diture for till' fiscal year ending 3Ist IJarrh, 1922, would have 
amounterl to about £242,000,000. The Wlute Paper referred to 
('stiinaU's the futuii' expenditure m a noinial year to be £880,900,000, 
which ainriunt includes £120,000,000.foi war pensions and allow¬ 
ances to disabled members of the fighting forces and thi'ir depen¬ 
dants, and £320,5 oO,(TOO for intciest jiayabk on the National Debt. 
Subtracting fiom the total £880,900,000, the J per cert. Sinking 
^I'lincl provision, £32,500,000, and estimated nfirmal'expendituie of 
,£242,000,000 (see above), there is obtained £606,000,000 as the 
immeiAiate inceased annual cxjienditure aiising out of the war. 
The capitalizat' ■ i of this amount at 5 piT cent, would be, roughly, 
£12,000,000,000, Imt thni sum does not include' extra ri venue raised 
since 1914. It is impossible to estimate with any degree of accuracy 
the cafutal value of the other items (already refericd to) that should 
be included m a calculation of the total cost of the war. Thg 
amount to be provided for iiensions will, of course, be a gradually 
duninislung i barge in future yeais, and also the amount tor interest 
on the National Debt, particulaily after conversimis to lower latcs 
m the future. 

There is a vi'iy great distinction between tin, nunun4l money 
cost of the war and the real c ost to the nation considered as a whole. 
The Intelnal debt simply repiesents redistribution of wealth 
within the community, and the creation of a moHgage by credit 
operations on posterity. The major part of the luresjsaiy increased 
annual Exchequer revenue will be dis'lnirsed within the United 
Kingdom. Mr. Edgar Ctammond, in a Paper, read before the 
Institute yf Bankeis on 7th June, 1920, estimated tlie real cost 
of the war to the United Kingdom as follows— 

• 

The pnncipaj losses of the Umtccl Kingdom tlirough tlic war were: 
The capU.ihzcd value of war jx'iisions, 1,300,000,000 ; moneys .borrowed 
abroad by the Butish Goveniment, 300,000,000 .•sales of llritish holdings 
in foreign investments, ^1,000,000,000 ; losses of shi]>ping wifch cargoes, and 
losses through suspension^ of renewal of railways, ports, machinery, works, 
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houses, buildings, and exhaustion of reserves of manufactured goods and 
raw materials, ^1,600,000,000; total, ;^5,200,000,000. 

Against this might be set: (1) New works and re-equipment of many old 
works with up-to-aate plant; (2) loans to the Allies and Donnnions; and 
(3) assets already received from Germany, and the value of the temtones 
taken over under the Peace Treaty. These assets, together accounted for 
about /2.000.000,000, leaving the net loss of wealth owing to the war at 
;^3,200,000,000, or, say, ;^3,500,000,000, taking a broad estimate. 

Official figures pufelished on 1st January, 1920, gave the British 
Army casualties in the var as 662,083 killed, 140,312 missing and 
prisoners, and 1,644,786 wounded. The total number of troops 
su,jplied by.the British Isles was 5,704,416. 

It is impossible to estimate the capital value of the productive 
capacity of the lives lost during the war and of the reduction in 
productive capacity of those who have returned from the battle¬ 
fields incapacitated or with impaired constitutions. In the early 
stages of the war it seemed likely that the increased vital force, 
owing to the open-air life and exercise, of those that would return 
from the war, might compensate from a national productive"stand- 
point for a great part of tne immediate losses in life and invalidism 
due to the war. The restriction on emigration during the war 
has afforded some economic advantage to the country. 

From the productive standpoint, tlic worst feature of flic war 
has been that it has left a legacy of unrest, has led to a movement 
for a too drastic reduction in the hours of labour, and that since its 
termination there has been an increasing tendency in the ranks 
of labour not to exert the maximum effort whilst at work. These 
are all very grave matters when the future of the country has to be 
considered, particularly when the United Kingdom has in future 
years to^mcct severe competition in foreign markets. 

Whether the redistributiftn o( internal wealth brought about by 
the war will evtntually prove of economic benefit to the country 
as a whole niust be a matter for individual opinion. One usual 
result of war is that the rich, as a class, become richer relatively to 
the poor. Many- people have made their fortunes out of war 
require,ipents and the increase in prices due to the war and inflation. 
On the whole, the ordfliary investor has not gained by the War ; 
in fact, in a great number of cases lie’has lost both in capital and 
in reduption of net income due to increased taxation. Many 
comparatively wealthy people before *he war may now be 
considered relatively poor persons. 
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The f*llowing particulars relating to sales of surplus war stores 


and of raw materials hel(> on trading accounts were shown in a 
White Pap?j; (Cind. 1412) issued in July, 1921— | 


Sales of surplu^ stores— 

ftrom Armistice to 3Ist March, 1920 
„ ,lbt Apnl, 1920, to 31st March, 1921 . 
Isl April to 30th Junij, J921 


£ 

208,922,663 

87.626.791 

7,204,432 


Total 


. ^ . . 303,753,886 


Sales of raw material on Trading Account— 

From Awmstice to 31st March, 1920 . . . # 226,712,if40 

., ftt April, 1920. to 31st March. 1921 . . . 51.747,663 

(Sales of wool are mcliuh'd only to 3ist December, 1920, 
stocks having Ix'eii handed over to the iintish Australian 
Wool Kealizalion•Association as on 1st January, 1921 ) 

From 1st Apnl to 30th June, 1921 .... 110,567 


Total.• . • . 278,570,870 


Grand Total. 582,324.756 


The sales, inci.iding sales on forward contracts, of surplus stores 
represented approximafoly 88 per cent, of the total quantities 
notified as available for disposal to 30th June, 1921. 


JSlATiONAL Debt and Assets 

Before the war, on 1st April, 1914, the total dead weight debt 
amounted to £651,000,000. Six years later, on 31st March, 1920,‘ 
according to a Wliitc Paper (Cmd. 780), the dead weight debt 
amounted to £7,835,000,000.' Particulars of the National pebt and 
of the national assets at this latter »date arc shown on pages 
222-224. The enormous increase in the Natioifal Debt as a 
consequence of the war is certainly a very grave nu^tter, but the 
nation is not bankrupt, as certain members of b’oth Houses of 
Parliament have occasionally proclaimed. National bankruptcy 
is impossible, as far as internal finance is concerned. TJie real 
mciming of the major part of the increas? in the National Debt 
is that certain members of the community, in return for goods or 
services directly or indirectly supplied to the Government, for the 
prosecution of the war, have obtained a lien on the future productive 
* Subsequently adjustrjl to ^,829,000,000. 
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power and services of their fellow-countryme'ii. A bad ^donomic 
feature of the increase in the National Debt is the very higli rate of 
interest payable^ on the major part of it for a fanly hiifg period of 
years. The real measure of naUonal tndebtedness at any (;iven time 
is the total amount of interest payable, per annum, by a country to 
holders of its obligations, rather than the issued capital amount of the 
obligations. , ' 

The Wliite Paper ref^^ired to did not give particulars of the 
external debt, stated to amount to £1,278,714,000, but it is well 
kn iwn that, in the main, the amount lepusents borrowings from 
the United States of Amevica,' It u.is itatcd m ihe House 
of Lords on I8th Februaiy, 1920, tliat the debt dile to the 
American (ioverniiient on 14fh Fcbiiiaiy, 1920, was appioximately 
£865,600,000, and a fuitlier sum of approxunaldy £120,000,000 
was due to other crl ditors in the United States The debt due to 
other foieign coiiiitnes (mchiding the /Vi-gentme, Uruguay, Japan, 
and various neutrals) was aiiproxiiiiately £150,000,000 These 
figures did not include di'.it due to the Dominions and Canada, and 
in particular to Canada, 

Tlic following table shows tlu’ lespcctivc aiiioiints of the internal 
debt and external debt at 31st Manh, 1919, 1920, and 1921, fiom 
y'liich it will be obscived that the latter debt has been reduced 
£203,000,000 111 the coiiise of two years— 


Internal Debt 
External Debt * 


Mar. 31. 1919. Mar 31, 1920. Mar. 31, 1921. 


i i 

6,070,000,000 ' 6,.650,000,000 
1,365,000,000 1,279,000,000 


£ 

6,411,000,000 

1,162,000,000 


Total Dc^d-weight Debt 7,4.^5,000,000 


7,829,000,000 7,573,000,000 


# , 

B'Forc the (var, on 31st Maich, 1914, the dead-weight debt 
amounted to, m, round figures, £651,000,000, Six years later, 
on 31-.t March, 1920, the .above figures shi vv it ainountcd to 
£7,829,'000,000, an inckeave of £7,178,000,000. This incrc.asa is 
less than the increase in the ITeiirh,. but iiiiii h greater than the 


> Full detailed particulars of the External Debt at 31st M.arcti, 1919, 1920, 
and 1921, were shown m White Papijr, Cmd 142. 

'■Sterling equivalent at par of exchange. 
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increase^ in tlie Italian National Dobt occasioned by the war, as 
the following figures show-— 


T 

Public Debt of France at 1st July,^1920 


• Francs. 

Internal Dcbt,4Perpetual and Redeemable . . . 121,949,000,000 

Floating Debt.151,464.000.000 

Advices by banks ....... 26,020,000,000 

Foreign Debt ...... . . 34,296,000,000 

• •- 

Total.. . . 233,729,000,000 

Subtract Pre-war Public Debt . . . 30,000,000,000 


Increase due to War ..... ®203,729,000,p00 

* _ . - - 


^>EBT OF Italian Treasury at 31st October, 1920 

Lire 

Pre-war Public Drbt ? . 13,439,000,000 

War Loans. 39,450,000,000 

.Treasury Bills (up to one year) ..... 10,740,000,000 

Three and Five ye<vr Bonds. . , . .* . * 4,570,000,000 

•Bank and Slate Notes issued for State Account . . 12,707,000,000 

•Foreign Loans ... ... ^20,594,000,000 

Current Accoun*- with the Deposit and Loans State Bank 572,000,000 


Total Pi.! iic Debts . .. . 102,072,000.000 

Subtract Pre-war I’ubhc Debt . . . 13,439,000,000 

• _ 


Increase due to War 


'88,633.000,000 


With reference to tlie matter of iiiteiest payable on the loan^i 
made by the British Government to the Allies, the following 
statement was made m the House of Commons on 8th March, 1920, 
by the Chancellor of the Exchequei — 

In the case of the Belgian War Debt no interest is charged, and it has 
been agreed that the Allied and Associated Governments shall accept German 
gold bonds in discharge of the principal of the debt Further, no interest has 
been charged down to the Armistice on loans to Serbia and Montenegro 
In the case of the other Allies, interest is not.actually paid except in the case 
of one special transaction. l«ut the amo'tnt, in some cases at 5 per cent, and 
in others at Bank Kate, is added periodically to the prmu*pal outstanding. 

What proportion of the loans made by the Biitis’A Government 
to her Allies will eventually be repaid it is impossible to estimate 
at the present time. As already stated, the Chanc.ellor of the 
Exchequer on 20th May, 1919, gave an estimate that oms-half of 
such loans would eventually be liquidated. 

1 Converted Into francs at the par of exchanges. 

• At par of exchange, Fes. 25.22 to £\, equivalent,to /8,078,000,COO. 

* Converted into lire at the par ol exchanges. 

‘ At par of exchange, Lir. 25 22 to equivalent to ;{3,358,000,000. , 
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National Debt 

Estimated National Debt as on 31st March, 1920. The figures 
are partly estimated and arc subject to modification for,-conversions 
not yet completed. , 


A 

314,952,000 
19,314,000 
62,745,000 
13,007,000 
1,977,109,000 
64,143,000 
■ 1409,100,000 
359,500,000 
203,550,000 
26,350,000 
212,900,000 
101,700,000 
212,700,000 
11,900,0001 
149,300,000 
48,000,000 
153,'800,000 
18,300,000 
2.37,700,000 
26,200,000 
26,950,000 
42,500,000 
5,450,000 
319,107,000 
275,081,000 
1,375,000 
1,058,696,000 
204,887,000 

>6,556,316,000 

Externa/ Debt (at par)> 1,278,714,000 

Total Dead Weight Debt . . . *7,835,030,000 


2, Other Capitat Liabilities— * 

Capital raised uiiier .special Acts for the interest on and re¬ 
payment of which provision is made by annuities charged 
on Votes or otherwise outside the general debt service. 46,863,000 

Total Debt.881,893,000 

• Excluding Bills held a^collateral for loans payable abroad, and included 
in External Debt. 

* A82,600,000 debt due to Canada was cancelled in 1919-20, as shown in 
Command Papers 583, 616, and 651. 

• This total has since'been adjusted*to ^6,550,286,000. 

* This total ihas since been adjusted to 27,829,000,000. 


1. Dead Weight Debt. 

Internal Debt— 

Funded Debt (Consols and other Prt war Debt) 
Terminable Annuiv.es . . . 

3J% War Loan, 192,5,8 .... 

4/% „ „ 192.5-45 .... 

5 % „ „ 1929-47 .... 

, 4 % „ „ 1929-42 .... 

4 % Fuifuing Loan, 1960-90 . . . ^ 

4 % Victory Bonds , ' . 

5 % National War Bonds, 1922 (1st Oct) 

5 % . 1924 (1st Oct) - 

5% 1927 (1st Oct) 

4 % 1927 (1st Oct.) 

5 % 1923 (1st Apnl) 

5 % 1925 (1st Apnl) 

5 % 1928 (1st Apnl) 

4 % 1928 (1st Apnl) 

5 % „ „ „ 1923 '1st Sept) 

5% .T 1925 (ist Sept) 

5 % 1928 (1st Sept) 

4 % 1928 (1st Sept,' 

5% 1924 {1st Feb) 

5 % 1929 (1st Feb ) 

S% . 1929 (1st Feb) 

Exchequer Bonds, 1920, 1921, 1922, 1925, 1930 
War Savings Certificates .... 
Straits Settlements Loan (repayable in sterling) 
Treasury Bills* ..... 
Ways and Means Advances 
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^ Assets 

1 —\VAR*AsSF/fS 

(а) Obligations of the Allies^nd Dominions as on 3ist March, 1920 ; 

Obligations of Allies— £ > £ 

Russia. 568,000,000 

Franca ...... 514,800,000 

Italy .4 . 455,500.000 

Belgium (a) War ..... 92,000,000 ) 

•,, {b) Reconstruction . . . 5,300,0001 

Serbia.. . . 20,900,000 

Portugal, Roumama, Greece, & ♦thcr Allies 66>600,000 
Relief Ivoans. . . . . . - 8,000,000 

^- 1.731.100,000 

Obligations of Dominions— 

Australia ...... 51,600,000 > 

New Ze^aland. 29,600,000 ' 

Canada . . . , • . 19,400,000 

South •Africa ..... 15,800,000 

Other DomiUKjns aud Colonies . . 3,100,000 

- 119,500.000 

Outstanding obligation of India in respect of 
5% War Loan. 21.000,000 

1,871,600,000 

( б ) Vote of Credit and other War Assets as estimated on -—- 

^Ist Marc’\ 1920— , 

Ministiy of IRmtions: • 

Surplus Stoi ^ (Disposal Board) and Raw £ 

Materials • * • • • • 355,000,000 

Repayments due from Allied & Associated 
Governments ..... 39,000,000 

Ministry of Shipping— 

Sale of Ships and Shipyards and Repay¬ 
ments due from Allied & Associated 
Government^ ..... 37,000,000 

Board of Trade— 

Stocks of Timber, Meat, Flax . . 22,500,000 

Ministry of Food, Wheat and Sugar Com¬ 
missions ...... 60,000,000 

War Office— • 

Cost of Armies of Occupation . . 45,500,000 

Repayments <lue from Dominions . 37,500,000 

Admiralty: Repayments due from Dom- 
imons and Associated^ Govemmeijts *. 1,500,000 

Treasury: Pre-moratorium Bill Advances, ♦ 

dollar adjustments & other cash balances 82,000,900 
Coal Deficiency Advances . . . 20,000,000 • 

- 1 - 700,000,000 

— is estimated that of the total of ;^700,000,000, 

^(300,000,000 will be received as Miscellaneous Revenifc in 
1920-21. In respect of the balance of ;(|400,000,000 allow¬ 
ance nnfst be made for contingencies such as^ealization 
falling markets. ;£300,000,000 should, flowever, prove 
to be a conservative estimate of the ultimate receipt. 

(c) Arrears of Excess Profits Duty as on 31st March, 1920 310,000,000 

Total War Assets ... . . 2,881,600,000 








224 


BRITISH FINANCE 1914-1921 


Receipts in respect of reparation fiom late enemy Powers are 
not included in these ligiiies, and cannot be estimated until the 
Reparation Commission has dealt with the claims befyre it. 


2 Other Assets— , £ 

Exchequer Balance on 3Ist March, 1920 . . 9,369,000 

Balance on Civil Contingencies Fund repayable to the 

Exclicqtier 36,500,000 

Balance on the rt,'preciation Fund .... 7,192,000 

Suez Canal Co's Shares, estimated rnarki't value . 23,192,000 

Anglo'Persiaii Oil Co's Shaics and Debenture Stock, 
at cost ... ..... 4 250,000 

British Dyestulfs Corporation Shares, at cost . . 1,700,000 

Cunard .9jeainship Co \ Debenture Stock, nominal value ^ 1,040,000 

Loan to Fast .Africa IVotecuorate .... 123,000 

Exchequer Loans for Land Settlement . , . 3,477,000 

Funding Lo.iii and Victory Bonds accepted for D-ath 
Dulles . . . '. . . . ’ . . 2,500,000 

Miscellaneous (including Bullion advances outstaiuling) 6,000,000 


Total. 95,343,000 


The obligations of the Dominions and Allies to the British 
Government on 31st Maich, 1921, were, according to a Budget 
Wiite Ptiper, as shown below— 


Obligations of Dominions — 

Australia .... 


L 

9O.U0U.()0d 

Xew Zealand .... 


29,600.000 

Canada . ... 


16,800,000 

South Africa 


7,500,000 

Other Dominions and Colonics 


3,100,000 

Obligations of .\llies - 

Kussia ..... 


561,400.000 

France ..... 


557,000,000 

Hal)- ..... 


476,800,000 

Belgium ((•/) W’.ir 


94,400,000 

(h) Kcconstnietion 


9,000,000 

Serbia • e • 


22 ,100,000 

Portugal, Koiimania, (»reece, and 
Allies . • . 

other 

66 .200,000 

Belief f.oans .... 


16,700.000 


144,000,000 


1,603,600,000 


Total .... 1.947,600,000 


On pages 226 and 227 are sliown two grajihital representations, 
in columnar form, tt/ the dead-weiglit debt m various years. The 
first repres«nts the debt at 3.1st March, for cacli of the years 
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1914“1521 ; the second the debt before and after various wars. 
The actual amounts the columns represent are shown below— 


Tue^Dead-Weight Debt Before and After Various Wars 


4 

1688^The “ King's Debt,” incorporated by William III 
(contracted by Charles II and James II) . 
(Between 1688 and 1775 ^ftxnous wars with Franco 
and Spain increased the Nihional Debt by Kbout 
;^128,000.000) # 

1775 Commencement of American War of Independence 
(Fiance and Spam also fought against England) . 
1784 Year .ijb-r conclusion of above war 
1793 Comimcncement of Wars with Fiance . 

1816 Year after conclusion of above wars . 

1854 Coni1n('nronicnt of ('nmean War .... 
1856 Conclusion cfl! abc#,-e war ..... 
1899 Commencement of South African War 
1903 Yoai .ifter Conclusion of above war 
*1914 Commencement of Great European War .♦ 

•1915 . 

J916 . 

1917 . 

1918 * . 

1919 • . ■ 

1920 Year after c 'ticlusion of above war 

1921 . • . 


i 

664,000 


128,584,000 
, 250,000,^,00 
239,000,000 
846,000,000 
795,000,000 
826,000,000 
628,000,000 
771,000,000 
651,000,000 
1,109,000,000 
2,141,000,000 
4,011,000,000 
5,872,000,000 
7,435,000.000 
7,829,000.000 
7,573,000.000 


The dead-wcight dobt, it is to be noted, dilfeis little from the 
total National Debt. At 31st March, 1919, the aggregate gross 
liabilities of the State were £7,481,000,000, of which £7,435,000,000 
represented the deld-weight debt, and £46,000,000 “ Other Capital 
Liabilities ” in respect of sums borrowed under various Acts. 
At 31st March, 1914, the " Other Capital Lialiilities ” amounted 
to £56,000,000. It was not uhtil 1891 that such liabilities exceeded 
£1,000,000. Against these liabilities the State holds certain assets, 
and has also an asset in its holding of Siyiz Canal shares, the market 
value of which was £32,^18,000 af 31st March, 1919 


15 — 11723 ) 
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Till- DilAd-Weight Deht Before 
AND After Various Wars • 

American Wai* of Independence 177.S -1783 
War^ with France . . . 1793 1815 

Crimean War * . 1854-1856 

South African War * . 1899-1902 
Croat F.iropoan War . 1911 1919 

'L'ho oiiormons co-^t of the Croat Furopoan 
War was largely tliio to iinpreccdonlcd inilation 
of Credit and ('urioncy 


1775 


17841793 


1 


JS!6,)854r856^^^g^903^ 
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CHAPTER IX 


THE ECONOMIC PROBLEM OF SUPPLIES 

♦ 

When future histo*ians come to'write a complete account of the 
Great War, they will Moubtlcss agree that superiority in supplies 
exercised a considerable influence in deciding the final issue of the 
conflict. Tlhe calls on productive power increased so rapidly 
during hostilities, that the war largely resol'fcd itself into a conflict 
between economic forces. It is obvious that th^ limit of economic 
endurance depends not only on the amount of available resources, 
but also on tjie proper application of the resources. 

Modern warfare demands the expenditure of a vast amount ff 
heavy munitions of war. An enormous transport organization « 
required to bring munitions and foodstuffs within reach of the 
fighting forces. To make the transport facilities effective at all 
parts of the fighting front, new railways, bridges, and roads have 
to be constructed on an unprecedented scale, as near to the positions 
of the army and guns as possible. A great transport organization 
necessarily makes heavy demands on rolling stock and transport 
vehicles of all types. Moreover, the reegnt war introduced 
numerous new engines of destruction, all of which consume a 
vast amount of labour in their production. In fact, so great was 
the economic strain caused by the .recent war, particularly during 
its third year, that it severely tjxcd the productive power of the 
whole world to keep pace with its requirements. 

National energy in waf tirpe is absorbed in six main channels, 
namely— ', 

1. Fightir.g forces and, services accessory to fighting. 

2 . Warships and mercantile ships. 

3. Muni,tions‘and transport material. 

4. Food and clothing for those engaged in fighting or performing 

services accessory to figHting. * 

5. Food and clothing for the civilian population. 

6. Manufacturing articles for export for indirect exchange of 
those enumerated under 3, 4,_and’5. ' 

‘All"these six factors tend to compete \|ith one another in their 
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demand^ on labour* and material resouices, and call for the 
most scientific mobilization of labour and economy in resources. 
Warfare demands increased national productiofl and reduced 
consumptiiin by the civilian population. * 

During the third year of war there was undoubtedly a national 
awakftning to the impoitance to be attached to the economic as 
well as to the mihtaiy and ilai'al conflict. The early months of 
this year of war were marked by an ii^isfent public call for 
more energetic action of every kind by the Government in the 
prosecution of the war and the exercise of economy with regajd 
to the natiftnal resources. It was the '■ccognition of the fact that 
the United Kingdom had not hitherto during the war put forth 
the maximum anlounf of energy, combined with the most skilful 
mobilization of resources, of which she was capable, that was one 
of the mam causes that led to the downfall* of the Ministry in 
^arly December, 1916. 

Tlie pew Prune Minister (Mr. Lloyd George), in a speech defining 
his war policy , stated in the flouse of* Commons on Tuesday, 
19th December, that the task of the &overnment was to complete 
and make even more effective the mobilization of all mu resources. 
He also announced that the War Cabinet had decided that the 
time had come for adopting the piinciplc of universal national 
service, and that a Director-General of National Service had been 
appointed. The indention was that labour should be set free from 
non-essential industries and be invited to enrol for war work. 
In a reference to shipping, the Prime Minister stated that the time 
had come to take more complete control over all ships and4;o place 
them practically in the same posilion as the railways. With regard 
to mines, he announced that the Govcrvment felt that they ought 
to assume a more direct control over the whole mining industry— 
an industry which was absolutely indispensable‘to the effective 
carrying on of the war. In the matter o*f food, he announced that 
" over-consumption by the fortunate must not be allowed to create 
a shortage for the less well-to-do ” ; and that when ^e come to 
prodMCtion, “ every available square yard must be made to produce 
food." * 

Notwithstantling that the new Ministry commenced office with 
such good resolutions, it was during the refnainder of tlie war 
only partly successful, from an ecoiftimic standpoint, in'its forempst 
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resolution, ‘‘to complete and make even-more effective the 
mobilization of all our resouices.” , 

Each succcssf/e Ministry dining the war failed to realize that 
if the needs of'a great aimy in war time are to be (adequately 
supplied, the civilian population must be made not ofAy to increase 
production, but to reduce its pre-war standard of comforl* and 
amusement. It is yuite as much file duty of the Government 
of a country at war to c^impel civilians to work harder and practise 
self-denial, as it is to call upon fit men of military age foi fighting 
purposes, often to make the supreme sacrifice. Drastic economy 
admittedly means individual inconvenience,, and even* suffering ; 
but these arc snrall sacrifices compared with those tha/. have to 
be borne by the fighting forces. During its tei'iurc of office the 
new Ministry issued innumerable orders, in an endeavour to increase 
production, to reduce consumption m certain articles, to stop 
speculation in commodities, to stop excessive jirofits arising out* 
of trading in the necessaries of life, and for other economic qbjects, 
including severe restrictions on the inipoit of many classes of 
articles, save under special licences, with the avowed intention of 
reserving mercantile tonnage fur the can lage of more essential goods. 
The mam point for economic criticism is that the Government 
dming the war was not sufficiently drastic in its measures to enforce 
mateiial and equitable reduction m consumption of goods and 
services, and diversion of labour from unnecessary to necessary 
production and services. War conditions demand fighting men, 
goods, and services : all other factors are of secondary importance. 

On the other hand, it has to be rehogmzed that the suddenness 
of the outbreak of war and its magnitude did not permit of such 
close control of public e.xpcpditure as in pre-war times, and therefore 
the careful husbanding of the economic resources of the country. 
Part of such resdarces were dissipated by unnecessary or ill-adviscd 
expenditure o'f’the Government. Again, war expenditure created 
artificial prospenjy, which spread m an ever-widening circle, and 
rendered it' exceedingly difficult to introduce measures to restrict 
effectively civilian coiis-amption. 

The best proof of the enormous strain imposed on the productive 
capacity of the United Kingdom during the recent war is given 
by the official figur'cs showing the number of men that passed 
through the^ ranks of the British Army ^uring the war. {The 
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population of the Uijited Kingdom in 1914 was about 46,000,000.) 
Between 4th August, 1914, and 11th November, 1918 (the Declara¬ 
tion of War and the signing of the Armistice) more than 6,000,000 
men passed through the ranks of the British ATmy in France. 
When all is counted up, the total number of troops from Britain 
and ber Overseas Dunimions employed m the War was 8,654,467, 


divided thus- 


Biitibh Isles 


., 5,704,416 

Canada 


640,886 

Anslr.iha . 


416,809 

Now Zealand 


220,099 

boulh Alrica 


136,070* 

India 


1,401,,3,50 

Other Colonics 


134,837 

casu.alties exceede d 3,000,000 - 


Killod ..... ,851,117 

Missing and Pnsouers . 142,057 

Wounded , , . . . 2,067,442 


Of tTiese, Gaat Britain’s total "was 662,1)83 killed, 140,312 missing 
and prisoners, .ind 1,644,786 wounded. 

Admittedly, the United Kingdom obtained very large supplies 
of war materials from the United States of Ameiica, but, on the 
other hand, she furnished her Allies with enormous supplies of all 
classes of materials, a measure of which is given by the aflaTSuril 
of her loans to hti Allies. (See Chapter VI, on “ Government 
Bonowings.”) 

One of the greatest economic strains felt by (ireat Britain during 
the war was the submarine tiampaign by Germany on ijierchant 
shipping. Germany announced’ on 1st February, 1917, that she 
would hi'iiceforth sink, without warning, every vessel (hicludmg 
those of neutral countribs) which she found in certain designated 
barred zones. This campaign met with only a l»nitcd amount of 
success, reaching its maximum in April,* 1917, the British shipping 
gross losses for this month being 560,000 tons. ^In the middle of 
October, 1919, the Admiralty issued a final return of British 
mei^hant‘shipping lost during the war through enemy* action. 
From August, 1914, up to thg Armistice'day (11th November, 1918) 
2,479 merchant vessels of gross tonnage of 7,759,090 tons were 
actually lost. Of this,total, gnemy submarines accouftted for 
2,099 vessels of 6,635,059 gross .tonnage, mines, 259 vessels of 
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232 BRITISH FINANCE, 1914-1921 

673,417 tons, the remainder being sunk by cruisers, torpe(jo-boats, 
etc., and aircraft. The number of Ijvcs lost in these vessels 
totalled 14,287.* In addition to this, 675 fishing vessels were lost, 
of 71,765 gross tonnage, 434 men losing their lives. Eifclusive of 
these figures, there was an enoimoiis niiniber of Biflish merchant 
vessels “ damaged or molested, but not sunk.” The total ill this 
class was 1,885 vessels, of gioss tonnAge of no less than 6,007,967 
tons, entailing a loss of^92 lives. 

Notwithstanding the serious gross losses in tonnage, the actual 
nej; loss, owing to building of new ships, purchase from neutials, 
and capturcs'irom the enemy, was much less.. According to Lloyd’s 
Register, the gross steam tonnage of the United Kingdom in 
June, 1914, was 18,892,000 tons. In June, 1S19, It was 16,345,000 
tons—a reduction of 2,547,000 tons, or 13-5 per cent. During the 
same period the United States of America increased her sea-going' 
steam tonnage from 2,027,000 to 9,773,000 tons—an increase of|^ 
7,746,000 tons, or 382 per cent. The shipbuilding returns fiir 1919 
showed that the United iKingdoiri’s output of mercantile vessels 
during the year was 612, representing 1,620,442 tons. This total 
W'as 272,322 tons better than the 1918 total. 

In June, 1921, the world’s total sea-going steel and iion steam 
tonnage was 54,217,000 tons, an increase of 11,703,000 tons as 
compared with the total m June, 1914, According to Lloyd’s 


Register this increase was made up as follows- 

- 

Increase in the United Kingdom . 

Increase iii the United States , . 
locrcasc in other countries . 

Tons. 
411,()()() 

. 10,477,000 
. 6,311,000 

^ Total ..... 

. 17,199.000 

I^iss to Germany . ♦ . . * . 

Jb\-A”stro-lIung.inan tonnage 

. 4,444,000 

. 1,052,000 

' T’otal . - . 

. 5,496.000 

N(;t world's increase 

. 11,703,000 


In the case of the UicteJ Kingdom, France and Italy, the pre¬ 
sent tonnage includes a considerable aimount of ex-enemy tonnage 
allocated under the terms of the Peace Treaty. Ifi June, 1914, 
the Unifed Kingdom* owned 44.4ipcr cerd. of the world’s steam 
tonriage, but’m June, 1921, the percentage l^d fallen to 35-6. 
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That ^he final issue of the war would be largely determined by 
superiority in supplies was plcarly recognized by the United States 
of America on her entry into the war. The United’States declared 
war on Giymany on 5th April, 1917, ^ on account o’ the submarine 
campaign of t4ie latter. Eleven days later, on 16th April, 1917, 
President Wilson issued the following strong appeal to all American 
citizens. " It displays a very close grip of economic problems under 
conditions of war. The President clearly perceived that industrial, 
agiicultural, and economic problems must first be solved if naval 
and military forces were to have the opportunity of victoiy. TJ;ie 
entry of tlm United Ijtates into the war enormously'strengthened 
the economic resources of the Allies. 

• 

President Wilson’s Appeal to American Citizens 
Fellow-Countrymen, —The entrance of our beloved country into the 
^nm and terrible war for democracy and human n^lits, \N*hich has shaken 
%lie world, creates so many problems of national life and action which call 
%)r immediate consideration and settlement, that I hope you will permit 
me to i^dress ■"■ou a few words of earnest counsel and appeal with regard 
to thcni • 

We are rapidl> putting our Navy upon ^in cTfccUve war footing, and are 
about to create and equip a great Army, but these arc simply parts of the 
great task to which we havoaddressed ourselves There is not a single selfish 
element, so far as I can see, in the cause we are fighting for We are fighting 
for what we believe and wish to be the nghts of mankind and the future 
peace and secunty of the world To do this great thing worthily and 
successfully we must devote ourselves to service without regard to,mpftt 
or material advantage, and with an energy and intelligence that rise to 
the level of the enterprise itself. We must realize to the full how great the 
task IS, how many tlungs, how many kinds of elements of capacity, service, 
and self-sacnfice it involves. 

The Things to do Well 

These, then, are the things we must do, and do well, besides Aghting— 
the tlungs without which mere fightitig would be fruitless 

We must supply abundant food, not only for ourselves, and for our 
Armies and our seamen, but also for a large part of the nations with whom 
we have now made common*cause, in whose support and l^y whose sides we 
shall be fighting. « 

We must supply ships by hundreds out of our shipyards to carry to the 
other side of the sea—submannes or no subAiannes—what Vill every^ day 
be needed there, and abundant materials out of our fields, mines, and 
factories, with which, not only to clothe and equip oiir*own forces on land 
and sea, but also to clothe and support our people for whoiu the gallant 
fellows iindc€ arms can no longer work ; to help clothe and equip tlv Armies 
with*which we are co-operating in Europe ;* aAl to keep the looms and 
manufactories there m raw material—coal to keep the fires going in ships 
at sea, and the furnaces in hundreds of factones across the sea: steel out 
of which to inaKe arms and ammunition both here and there: rails for 

» * 

^ Diplomatic relations between the two countries had be^n severed by 
the United States since 3rd February, l»n. , 
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worn-out railways at the back of the fighting fronts : locomotives aivl rolling- 
stock to take the pl.icc of those every day Roin^ to pieces: iCiules and 
horses and cattle for military service—everything with which the people 
of Itngland, Frame, Ihdy, and Kussia have usually supplied themselves, 
but cannot now c^fford the men, matenaK, or machinery to make. 

It IS evident to every thinking man that our industries o^ farms, m 
shipyards, mines, and factories must be made more prolific, and more 
efficient than ever, ami must be mure economically managed, and better 
adapted to the paiticular requirements of our task than they have‘been; 
and what I want to say is tliat men andtwomen who devote thCir thought 
and (uiergy to tliese tinngs will be serving their country and conducting 
the liglit lor pe.ue and fie^dom just as truly and just as effectively as men 
on the battleheld or in the lienches The industrial forces of tlie country, 
men ami women <ilike, will be a gieat intei n.itional service army—a notable 
hc^noured host engaginl m the service of the nation and the world, the 
eflicieut fiieiuls and .saviours of free men everywheie Thousands, nay hun¬ 
dreds of thoimands of men, otherwise liable to mihCary service, will, of right 
and necessity be excused that service and assigned the #;indamental 
sustaining work of fields, factones, and mines; apd tlkey will be as much 
part of the great patriotic forces of the nation as the men under fire 

, Food and the Fate of Nations • 

I take the liberty, therefore, of addressing this word to the farmers 0 / 
the country and all those who w'ork on farms The supreme iieed of ouf 
own vatwn, and of the nalwns with tvhom we are co-operahm’, is an abundance 
of supplies, especially foochliifjs The iviportance of an adeipiatc foo^i supply 
in the present year is superlative Without abundant food, alike foi the 
Armies and people now at wai, flic whole great enterprise upon which we 
have embarked would break dowui and fail 11<<; world’s food reserves are 
low Not only during the picsent enicigency, but for some time after peace 
shall have come, both our own people and a large proportion of the people 
of Europe must rely on the harvests of America Uiioii the farmers of 
this country, therefore, in a large measure rests tlie fate of the war—the 
fate ol nations May the nation not count upon them to omit no step that 
will increase the production of their land, or bring abftut the most effectual 
co-opcration in the sale and distribution of their products ? 

The time is short, and it is of the most imperative imiiortancc that every¬ 
thing possible be done, and done immediately, to make sure of large harvests 
The call upon ymmg men and old alike, an<l ii])ori able-bodied boys on the 
land to a<?cept and <ict upon this duty- - to*turn in hosts to^the farms to make 
certain no pains and no labour are lacking in this great matter I par¬ 
ticularly appeal to farmers in the South to plant abundant foodstuffs as well 
as cotton * They can show thep patriotism in no better and more convincing 
way than by resisting the great tiTiptation to«thc jireseiit price of cotton, 
and by helping uf)on a great sc<ilc to feed the nation and peoples everywhere 
who are fighting fcA their liberties and our own. The v.iriety of their crops 
will be a visibli pleasure of tfieir comprehension of their national duty. 

A Call to Middlemen 

The Covcrpment*of the Uiutcd Stales and the Governments of several 
States stand ready to co-operate 'Ihey will do everything^ possible to 
as‘>ist farmer', in securing cn ^dcijuate supply of seed, an adeipiate fo^ce of 
labourers when they arc most neinlcd at harvest time, and means for 
expediting the shipments of fertilizers amf farm machinery, as well as the 
crops themselves when they arc harvested. The course ch trade shall be 
as unhampered as it is j^)ssible to make it, and there shall be no unwarranted 
manipulation of the nation's food supp‘iy by thdse who handle it on its way 
to tjie consun!er. This is our opportunity to de^ionstrate the cfhciency of 
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a great Democracy, ami we shall not fall short in this Let me say to 
middleitiCTi of every sort, whether they arc handling our foodstuffs, our raw 
materials of nianufactiire, or tjie products of our nulls and factories the 
eyes of the country will be especially upon you Ihis is»your opportunity 
for signal service, clhcient, and disinteiestcd The toiletry expects you, 
as it expecks all others, to forego unusual profits, to organize and expedite 
the shipment o^ sujiphes of every kind, but especially food, with an eye 
to the service you are rendering and in the spirit of those who enlist in the 
ranks’for their people not tor themselves I shall coiifidently expect you 
to deserve "and win the lonlidencoof the people of every soit and station 

To men who run the railways of Wic country, wl^tlicr they be managers 
or operative employees, let me say that railwi^s are the arteries of the 
nation's life, and that upon them rests the immense iosponsibihty of seeing 
to it that these arteries suffer no obstruction of any kind through inefficiency 
or slackening <^f power To the merchanls, let me suggest the motto " Sntpll 
Piofit, yiiic'* Seivice " , and to the shipbuilder, the thougtfl that life and 
war depend upon him *Food and wai siipjilies must be carried across the 
seas, no inS.tter how many ships are sent to the bottom the places of 
those that go down must, be supplied- and siiiiphed at once To the miner, 
let me say that he stands where the farmer does The work of a world 
waits on him, <iiid if he slackens or fails, armies ,ind statesmen are helpless 
He also is enlisted in the great service of the army d’he nwnufacturer does 
#ot need to be told, 1 hope, that the nation look^ to him to speed and perfect 
gvery piocess, and 1 want only to remind his employees that their service 
IS absolutely indispensable, and is counted on by every man who loves this 
countrj^aiid its 'dierties 

No TIMK for Exi«XVAf,ANCE 

Let me suggest also that every one who creates aud cultivates a garden 
helps to solve the problem of feeding the nations, and every housewife who 
practises strict economy puts herself in the ranks of those who serve the 
nation This is the time for Ameiica to correct her unpaidoiiable fault of 
wastefulness and cxtrav.igaiice Let every man and every woman a ssume 
a duty—the careful and jirovident use of expenditure as a public dut^, anil 
as the dicLatc of patrjotisni which none c<iir now expect ever to be excused 
or forgiven for ignoi mg 

In tile hope that this statement of the needs of the nation and the world 
in the hour of supreme tiisis may stiniulato those to whom it conies, aud 
remind all, who iiceil a reminder, of the solemn duties of a time such as the 
world has never seen before, I bej; that all editors and publishers e^eiywhere 
will give as iiroimiiciil a pubhcalion aud wide urculatioii as possible of this 
appieal, and I venture to suggest also to all adveitiseineiil agoiicios that they 
wouhl perhaps render a very substantial and timely service to the Country if 
they would give it widespread repetitio'j, anil to clergyiiicri not to think it 
an unworthy or inappropriate subject of comment aiiddioimly for their 
pulpits The sujirenic test of the nation Inis tome, aiul^we must all speak, 
act, and serve together , • 
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COMMODITY PRICKS—ECOJS,OMIC INFLUENCES 

In any analysis of fliotvfactors that cause variation in prices of 
commodities, two sets of variable influences have necessarily to 
be,, considered, the first'—Economic, the second—Monetary ; in 
other words, fne quantity of goods on sale and the purchasing power 
of the community. In the present chapter there wifi be con¬ 
sidered only the economic factors (but including psychological 
influences, increased taxation, and adverse exchanges) that gave 
rise to the great inetbase m prices during and since the war, up to' 
April, 1920 ; the monetary factors—^the more important-—being,* 
considered at length in the next chapter. Some reasons wjll also 
be advanced for the partial fall thatlias taken place since April, 1920. 

Index Numbers. Before either set of factors are considered 
at length it will be advisable to have a clear conception of what is 
meant by an " Index Number ” m relation to commodity prices, 
for some confusion occasionally arises from the different senses 
in t^ich the term " Index Number ” is used. Index numbers are 
numbers which measure the average price variation of a number 
of commodities. They are, of course, relative numlxirs. The word 
" weight,” sometimes used in relation to index numbers, refers to 
the extent to which price variations m particular commodities are 
allowed to affect the average price variation of the commodities 
as a wlnile. To obtain an,indcx number accurately representing 
variation in pr.’cos is, in pracHce, impokible. Such a number 
would obviously'have to be based on a consumption standard. 
The theoretical basis of a 'consumption standard is that the true 
measure in the cl\ange of the value of money is the change in the 
amount of currency that must be paid by consumers throughout the 
country' for all commo«iiti«s in their finished state consumed* by 
them per unit of time. No trustworthy figures being available for 
the retail prices of the commodities actually consumfed, it is usual 
to take certain foodstuffs and materials as typical of these com- 
moditieSj and to assume that, rohghly speaking, the changes in the 
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prices kf these raw'maierials, although usually more rapid and 
violent than the changes*in prices of the manufactured articles 
consumed, do—on the whole—over relatively lon^ periods of time, 
afford a fair measure of these changes. It is sometimes contended 
that an ideal^msumption index number should not only be based 
on retaij prices of commodities actually consumed in unit time, 
but its constituents should incVide the cost rent, rates, profes¬ 
sional and other services. The only ansv«r to this contention is 
that it is impossible to include such items. Considerations such as 
these, whilst they impair the exactness of any deductions made 
from indc?c numbersf do not detract from the general conclusions 
deduced trom the quite considerable movement of these numbers. 
They do, however, ‘suggest the question whether there is any 
^utility in devising an exact system of weighting, having regard to 
^the necessarily somewhat rough character of the results. Obviously, 
•an exact system of weighting based on the extent to which the 

commedities are consumed in unit time would have to take due 

• 

account of tin -.’arying relative impor,tandc of different commodities 
at different times, an almost impossible calculation. 

The best-known index numbers are not weighted according to 
any exact principle. They are usually only roughly weighted by 
taking into the calculation either two or more varieties of thqj^ijjp 
article, or the sa^mc article in different stages of manufacture. 
It IS, m fact, found in practice that the main bulk of wholesale 
prices do, as a rule, move in much the same direction, although at 
var}nng rates. Except under abnormal circumstances, there is 
agreement in the general tendency of curves plotted from the 
various index numbers in common use. Wlien, however, the general 
trend of prices is intejrupted violently by circumstances of a 
special character, as is the case during great wars; certain articles 
are often more affected than others, and therefore thf weighting of 
the prices of such articles may have an appreciable effect on the 
resultant general index number. This is all the more noticeable 
when circjimstances occur affecting to a great degree "Jihe^price of 
on^ particrtlar article, as, for instance,* th€ price of cotton during 
the American Civil War. * 

Two of the best-known index numbers in use in the United 

% • 

Kingdom at the present time £(Ve those calculated and published 
monthly by The Statist and The 'Economist respectively, . 
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The index numbers calculated monthly and yearly by T^.ie Statist 
are in continuation of those formerly calculated by Mr. Sauerbeck 
for the period 1)146-1912. This index number is based on wholesale 
price variations of 45 commodities (foodstuffs and materials), some 
of the more important articles being represented by tiVo descriptions, 
in all 13. In a foot-note to a chart published in 1908, Mr. 
Sauerbeck stated Ips index iiunrbers had lx>cn constructed as 
follows : The average prices of the 11 years, 1867-1877, were called 
100 in the case of each commodity, and the percentage variation 
Wlis calculated for each year. The percentage variation figures of 
all the articles were next added together for each year and divided 
by the total number of commodities, and the figure thus obtained 
formed the index number for the respective year. For instance, 
the percentage variations for 1907 totalled to 3,588. Dividing 
this total by tlie numlxir of commodities, 45, there was derived 8(1 
as the index number for 1907. This index number is, thereforo, 
the arithmetical moan of the percentage vaiiations, all tirticles 
being considered as of e^iual. value. 

The index mimlier calculated at the end of each month by The 
Economist is, like that of Mr. Saiierlxick, based on percentage whole¬ 
sale price variations of important commodities, the numlx'r of 
Commodities, together with the number of varieties, taken by 
The Economist being 44, as against 58 by Mr. Sauerbeck. The 
index number of The Economist consists of the total of the percentage 
variations, and not such total divided by the number of commodities 
entering into the calculation, as in^the case of Mr. Sauerbeck’s 
iiumberT The basis taken by The Economist is the average of prices 
ruling during the six years 1901-1905, the basic index number 
being 2,200 (Cereals and -meat, 500 ; (>thcr food products (tea, 
sugar, etc.), 300 ; textiles, 500; minerals, 400; miscellaneous 
(rubber, timljer, oils, etc.), 500; total, 2,200). 

A third index number available, and one also intended to 
represent the course of wholesale prices, is that which has been 
calculated'by the Board of Trade since 1871. Until the end of 
1920, this index was a'cofnpoiind number weighted according to 
the considered relative importance of the various articles in the 
businesij of the country. At the commencement of 1921, the 
Board of Trade decided to changb completely the basis on which 
this index number had hitherto been calculated, giving as the 
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reason fSr the change’that it was anticipated that (Ik- new number 
would rcflci t more closely'than liad been tlie case with the old 
number in the recent past the movements of the wholesale maikets, 
the special conditions of trade during and since th(' war having 
had tjjie effect of diminishing in this respect the value of the number 
as hitherUi calculated. ,, 

After the foregoing remarks on the nature^ and value of index 
numbers, tlic course of commodity pnces’diiring and since the 
recent war may be considered m detail. Below there is given a 
table showuTg the index numbers prepared by The Statist and 'I'he 
Economist to repieserfl price variations of wholesale commodities 
for each month since J^anuary, 1914, and up to May, 1921. 

END OF MONTH INDEX NUMBEE.S OF THE STATIST AND 






riiE 

ECONOMIST 



/ 



• 

I J‘n 

1 Fell 

Mat 

1 1 

1 April 1 

M.ty 

June 

July 

A'lg i 

Sept 

I Oot ; 

N'ov 

Dec 

Statist — 




{ 






1 



1914 % 

83 5 

: 8 8 

82 8' 

82 3 ' 

82 3 

, 81 2 

82 4 

87 9 

89.1 

; 89 8 

888 

91 6 

1915 

' 96 4 

; 10(. 

1037' 

' 105 9 1 

107 2 

f 106 4 

106-4 

107 0' 

107 8 

110 o' 

11.1 1 

1184 

1916 

i 12,16 

i 127 

130 4 ; 

1 14 2 

1.35 4 

131 0 

.130 .5* 

134 5 

131 .1 

! Ill 5 

150 8 

1.5.1 .3 

1917 

' 159.1 

1 164 0 

169 01 

1730' 

175 0 

, 180 4 

176 9 

175 7, 

176 4 

1 180 6 

182 9 

185 1 

1918 

! 186 2 

1 1.S7 3 

1880 

189 8 

191 1 

: 192 ,1 

192 9 

19,5 9 

197 1 

; 197 8 

195 3 

196 0 

1919 

: 192 1 

; 187 5 

184 7 

f84 6 1 

194 6 

, IW 4 

206 4 

212 7 

211 H 

1 2213 

231 0 

2.15 2 

1920 

1 245.1 

260 4 

261 H 

; 26(> 1 ' 

2(>0 0 

. 255 7 

254 5 

253 5 ' 

218 7 

! 239 9 

223 8 

207*2 

1921 

1 197 2 

j 18 10 

177 2, 

16»8j 

162 2 

1 







Economist — 


1 


1 





1 




1914 . 

2,618 

2,616 

2,597 

2,5851 

2,595 

2,.549 1 

2,565 

•.i,698 

2,780 

2.7,12 

2,760 


1915 

3,00.3 

3,1 11 

3,.305 ' 

.1,127 ' 

3,327 ' 

3,250! 

.3,281 ' 

3,296 

3,336 

' 3,171 

.3,500; 

■S-.baT 

1916 

3,840 

4,008 

4,013: 

1,190' 

1,319 

4,213! 

4,204 , 

4,372 

4,421 

: 4,596 

4.779! 

i 4,908 

1917 

4,951' 

5.072 • 

^,.300; 

5,379, 

5.4121 

5,646 j 

5.589! 

5.658 

5,634 

5.701 

5,768' 

5,845 

1918 1 

5,785 

5,818 j 

.■>,86/ 1 

5,941 

6,016 

6,105 1 

6,128 

6,267 

6,238 

0,210 

6,212 1 

' 6,094 

1919 . ' 

.5,851 

5,796 1 

5,708 ■ 

5,774 ; 

5,988! 

6,188 

6,450 

6.503 

6.587 

0,795 

6,985 

1 7,.364 

I92t1 ! 

7,768 1 

8,160 1 

8,.1.52 i 

8,232 1 

8,199| 

7,847 1 

7,876 

7,743 

7,615' 

7,175 

6,.594 

5,924 

1921 . .] 

5,617! 

5,176 j 

5,097 

4,929 1 

4,910 



• 






(Up to June, 1914, the Index Numbers shown ol The Economist are based 
on prices ruling on the 1 st day of the following mouth ) 


Inset there is shown a graphical representation of the course 
of these monthly index numbeis, the curves o{, which, thiAigh 
not in exact agreement, are in very cIosq agreement, j To indicate 
clearly to the eye the close correspondence Iwtween the two curves, 
the index number of The Statist for each month haS beeiynultiplied 
by three, and that of The Economist has been dividiM by ten, 
before plotting the relative cuivcs. Th6 ctiart cleaily shows that 
there took placp an almost continuous rise in the prices of wholesale 
commodities from the Declaration of War at^the commencement 
of August, 1914, until about tfie. Armistice with Cjermany on 
11th November, 1918. • Thereafter, there was a small fall uiltil 
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April, 1919 (Peace with Germany, 28th Jvftie, 1919), \4iich was 
followed by a very rapid rise until Jl^ril, 1920, from which date 
there has takep place an almost continuous fall. The curve repre¬ 
senting the index number of The Economist reached its maximum 
apex at the end of March, 1920, and that for The'Statist a month 
later. . 

Between the end^of June, 1914, and the end of October, 1918 
(Armistice with GermSny, 11th November, 1918), The Statist mAox 
number increased 144 per cent., and that of The Economist 144 per 
dmt. Between the end of June, 1914, and the end wt June, 1919 
(Peace signed with Gt'rmany, 28th June, 1919), The 'Statist index 
number increased 145 per cent., and that of The Economist 143 per 
cent. Between the end of June, 1914, and the end of March, 1920, 
The Statist index number increased 222 per cent., and that of The 
Economist 228 per cent. Since the end of March, 1920, and up )p 
the end of May, 1921, The Statist index number has falkn 
38 per cent., and that of The Eeg^nomist 41 per cent. The‘lable of 
index numbers shows tllat even tlic gathering war-clouds during 
July, 1914, caused a sliglit increase ii| the price of wholesale 
commodities for that month. 

The relative part played by the price variations of the various 
of commodities which enter into the composite index 
number of The Economist is shown by the ;(ollowmg table, the 
index number for each group at the commencement of July, 1914, 
being represented by 100— 

PERCENTAGE VARIATIONS OF HJDEX NUMBERS OF GROUPS 
OF CO.MMODIT1ES. (The Economist) 


« 

* 

Cereals 

and 

Meat 

Other 

Foods, 

c 

^Textiles 

Minerals 

> 

Miscel¬ 

laneous 

Composite 

Index 

Number. 

1st July, 1914 

100 

100 

i 100 

100 

100 

100 

End Oct, 1948* 

225 

. 226 

! .307 

186 

253 

244 

End June, 1919* 

237 

232 

1 283 

199 

249 

243 

End Mar, 1920 

, 267 

265 

■ 483 

264 

310 

328 > 

End Dec, >920 

238 

233 

i 208 

258 

231 

232 

End Jqn.,^1921 

229 

231 

i 193 

239 

219b 

220 

End Feb, 1921 

208» 

. 223 

169 

223 

206 

003 

End Mar ,1921 

214 

211 

167 

213 

204 

200 

End Apr, 1921 

211 

210 

167 

199 

189 

193 

End May, 1921 

211 

-c- 

200 

162 

204 

”193 

193 


’ Armistice with Germany, Uth Novembci^ 1918. 
* Peace signed with Germany, £8th June, 1919. 

*• Highest index number ever recorded. e 
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As th»re were special influences affecting different groups in 
varying degrees at different times, and some articles were for a 
period controlled or purchased and distributed by tile Government, 
the divergence in the percentages shown in the foregoing table 
was to bo expected under the circumstances. 

It vfill bo observed from the percentages tliat from 1st July, 1914, 
the greatest rise, up to March, 1920, took place in the textile group, 
and, as was to be expected, the greatest fall/ifom that date up to 
the end of May, 1921, took place in the same group. (The 
textile group includes cotton, yarn, cloth, wool, silk, flax, hemp, 
and jute.) •Sonic vaii«tiesof cotton, wool, and pieel; goods had 
fallen 60 to 80 by April, 1921. The group percentages also 
show that wholesale i>nce» about the date Peace was signed with 
Germany differed little from prices ruling about the date of the 
A'mistice, neaxly eight months previously. * ^ 

•One of the greatest influences that affects the index numbers of 
the different groups in varying degree is the course of prices of 
sinular groups ia foreign countries. <• 

Tlie (hart inset ohows a giaphieal represent,it ion of the couise of 
puces for diffeieiit groiij^ of commodities since Jaiuiaiy, 1914, the 
curve's of which have been plotted from the index niiiiibcrs for the 
several gii nps compiled luonlhly by The Economut. It will be 
obseivcd that the curvis disclose three mam features, namely— 

1. In the early stftges of the war all the five gioups of wholesale 
coniiiK,(titles show a fairly rapid use in puces. 

2. The effet t later of Ginernment control of supplies and of 

prices IS cleaily shown m thr(?e groups—cereals and mcatf other 
foodstuffs, and minerals, notwithstanding that this country was 
largely dependent on foieign sources of ■j.ujiply. * 

3. The textiles group slums a falPin puces fioiii a month after 

the outbreak of the war until the end of Deceinbef, 1914. There¬ 
after (excepting dxiiing Mai'ch-July, 1916) an almosf continuous 
rise took place until the end of September, 1918. this month 

a rapid fall set in until the end of Maich, 1919, to bVJollowcd 
during the nuxt twelve months by a i isc ^coiisiderably greater than 
had taken place previously ijnce the outbieak of the war. At 
1st July, 1914, 'The Economist index number for the textiles gi'oup 
was 616 ; at the end of March, 1919, it was 1,^02, a diffcK^nce of 
886; but at the end of March, 1920, it’was 2,974^, a furthc^ difference 

16 —( 1723 ) • 
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( 

of 1.472J. Since the latter date the chai^t clearly shjiws that 
textile prices have fallen considerably^ the index number at the 
end of May, 1921, being 996 as against 2,974| at the end of 
March, 1920. 

X 

So great and rapid has been the reaction in textile price.s since 
April, 1920, that the percentage increase remaining at the end of 
May, 1921, over the level ruling at '1st July, 1914, was inaterially 
less than the incrcas^^t the same date tor any of the other groups. 
ConsLguently, any further fall m textile prices will probably be 
relatively of slower movement than further falls in the price levels 
of the other'groups. . ’« 

The course of the textiles group curve on the clyirt clearly 
di.scloscs the very unhealthy and daiigofoii* puce position created 
in the textile trades froin about July, 1919, through unbridled 
competition for av&ilable supplies, and indicates that every trader 
and manufacturer in this group should have been on his guard 
against being caught with heavy stocks or liability to accept 
high-priced goods whenr the mcifitable slumji later set in. Since 
the outbreak of the recent war, the textiles trades appear to have 
been more snbji'ct to psychological iiiflucnfes than any other tiadcs. 
During Septembcr-December, 1914, the textiles group index 
number fell from 626 to 509, through groundless fear of bad trade. 
Xiiother severe fall commenced in October, 1918, when it became 
evident that Germany would shortly be suing lor an Armistice ; 
the textiles group index number between the end of September, 
1918, and the end of March, 1919, falling from 1,929 to 1,502. 
From April, 1919 (when peace w'as practically assured), an opinion 
became general in the textiles trades, not only at home but abroad, 
that the world, particularly the Continent, was exceptionally shoit 
of clothing as.a consequence df the five gears’ war, and that there 
would arise a grtiat and prolonged world-wide demand for all classes 
of clothing,’almost regardless of price. So strong and general was 
this opinion thaj merchants, in many cases, contracted for supplies 
as far asjifrelve months ahead. The reaction set in when it became 
evident, first, that ap%rt from the Central Powers an<i*Russij, the 
world was not so short of clothing as.had been anticipated ; second, 
the necessity of the masses economizing in dothing on account of 
high cost of other hnd more essential commodities, and increased 
taxation ; ’and third, the revidt of the consumer at prices for 
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clothing' ranging frefrn 300 to 400 per cent, above pre-war 
prices. • ^ 

As is well known, the great rise in commodity prices since the 
commencetnent of the recent war, and up to the early months of 
1920, was not* confined to the United Kingdom ; the rise was 
almost witfld-wide, varying in degree in different countries according 


INTKRNATIONAL WtlOLKSALt^FKICES <■ 

INDEX NUMBERS EXPRESSED AS PERCENTAGES OF 1913 



Uiitcd Kiiigtlom. 

• 1 . _ 1 . 

Canada 

United States 
of America. 

I'rante. 

lUly » 

m 

Japan. 

Swedlh* 


Board 

%f 

Tr.ido * 

Eiono- 

tHU/ 

h'frt/isl 

• 

Official 

Uiiir.au 

of 

I-al)o»r 

riracl. 

street 

Statxs- 

Uque 

G^ncrale 

Bachx 

U.ink of 
Japan, 
lokyo 

Handels- 

ftdmng. 

Average 

1913 

lUOO 

100 0 

100 0 

1000 

100 

1000 

100 0 

1000 

100 0 

100 

lft[4 . 

100 6 

98 7 

101 2 

100 4 

99 

^0 

102 6, 

95i 

95 5 

116 

15)15 . 

123 5 

123 I 

125 8 

109 2 

100 

108 1 

140 9 

1327 

967 

145 

1il(> . 

100 1 

160 5 

159 5 

134 3 

123 

130 u 

189 6 

1997 

1172 

185 

iai7 . 

208 6 

204 1 

206 1 

174 9 

175 

172 2 

262 6 

306 3 

148 5 

244 

19IK . . 

229 5 

224 9 

226 5 

205 4 

196 

204 0 

340 9 

409 1 

195 9 

339 

!')|9 

254 5 

235 2 

241 9 

210 4 

212 

204 0 

358 3 

365 8 

239 5 

330 

IMJO . , 

31H ^ 

283 2 

291 8 

240 2 

i44 

201 3 

512 0 

624 4 

2.59 6 

347 

1919 July. 

241 . 

2.>') 6 

242 8 

217 0 

219 

217 7 

350 4 

362 4 

247 2 

320 

Aiifj 

257 3 

241 5 

250 2 

222 2 

226 

1120 

349 3 1 

369 4 

251 3 

321 

Sept 

2(.4 5 

214 6 

252 7 

222 5 

221 

212 5 

361 9 1 

371 7 

257 6 

319 

(Xt 

277 9 

252 4 

203'^ 

221 1 

223 

210 7 

383 8 

390 5 

266 3 

307 

Nov 

2HH 0 

259 4 

271 8 

227 1 

2.30 

219 6 

407 1 I 

4;48 8 

280 0 

308 

Pa 

2‘)0 8 

273 5 

276 7 

237 8 

238 

221 7 

424 9 j 

457 3 

288 6 

317 

iy:o itii 

30(> 1 

2H8 5 

288 6 

248 3 

248 

227 2 

489 3 1 

503 7 • 

301 1 

319 

I‘cl> 

310 4 

v«).I 1 

300 3 

253 5 

249 

226 4 

524 6 1 

556 3 

3136 

342 

Mar 

122 1 

310 2 

308 0 

257 6 

253 

225 5 

557 4 1 

619 0 1 

321 6 

354 

Apt il 

321 4 

305 7 

313 1 

200 0 

265 

225 7 

.590 6 

679 1 I 

300 5 

•*35, * 

May 

319 2 

304 5 

305 9 

263 2 

272 

216 4 

553 0 

659 0 

272 1 

361 

I line 

337 8 

291 4 , 

300 8 

257 8 

209 

2107 

495 3 

6148 i 

247 9 

366 

fuly 

347 0 

292 5 

299 5 

255 9 

262 

205 0 

498 2 

613 0 ' 

239 5 

363 

Aug 

325 7 

287 6 

298 2 

243 7 

250 

195 7 

503 9 

631 7 

235 2 

365 

Sepf 

330 8 

283 9 

292 6 

241 0 

242 

184 1 

.528 4 : 

660 5 . 

2.30 7 

362 

On 

324 0 

200 5 

282 2 

234 4 

225 

170 6 

.504 3 ; 

6('2 1 

225 8 

346 

Nov. 

312 7 

244 9 

203 3 

224 5 

207 

148 3 

463 1 ' 

658 0 

221 4 

331 

Dei. 

302 3 

220 0 

243 8 

214 4^ 

189 

137 8 

437 0 

635 4 

205 7 

299 

1921 Ian. 


208 6 

232 0 

207 0 

177 

134 6 

408 7 1 

— 

201 1 • 

267 

I'CI) 

— 

192 2 

215 3 

199 3 

107 

129 2 

379 4 

— 

195 2 

2.50 

M.ar 

- - 

189 3 

208 5 

194 2 

102 

123 8 

3617 

— 

191 0 

237 

April 

- 

18-3 8 

1“9 8 

1887 

154 

117 K 

349*0 

— 1 

189$^ 

2‘29 


to conditions more or less peculiar to each country. In the table 
given above, index numbers, expressed as pcrotiitages of 1913, 
representing wholesale prices in the Uitited KingdoTn, are com¬ 
pared with relative percentages in Canada, tliij United States, 
France, Italy, Japan, and Sweden. A study of the pereJntages dis¬ 
close# that wholesale prices up to April, lJ2(\(£co»o>nfs/), rose more 

inthe United Kingdom than in.the United States (Bradstreet),hut less 

• 

‘ Ajj tabulated in Monthly Bulletin of Statistics piiWished by the §upreme 
Economic Council. • • 

* From January, 1921, the Hoard of %radc changed the baste of its index 

number. ^ • 

* Discontinued from January, 1921, 
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than in France or Italy. A fall in wholesale prices confmenced 
in the United States (Bradstreet) in Fetruary, 1920, in the United 
Kingdom (Economist) and Japan in April, and in France and Italy 
in May. Other features to be observed from the table are the 
fairly close correspondence between the percentage's representing 
the index numbers of The Econotnist^ and The Statist respectively, 
and the correspondence between the percentages representing the 
official index number of Canada with those representing the Bureau 
of Labour’s index number for the United States. It is interesting 
also to note that wholesale prices m Sweden, which leniained 
neutral throughout the war, have increased'since 1914'more than 
m the United Kingdom. Owing to the different bases-on which 
the various index numbers are constructed,' all roughly weighted 
by including ^wo or more ''arieties of certain commodities, some 
more weighted' than others, the percentages shown in the tables 
cannot be taken as strictly representative of the relative rise in 
wholesale prices in the different countries. 

Cost of Living. As has been already indicated, neither the 
index number of The Statist nor that of The Economist can be taken 
as accurately representing changes in the cost of living from time 
to time, for they are both based on wholesale prices, and neither 
t?kef. into consideration the elements of rent, rates, and certain 
other items which must necessarily be included in an index number 
intended to represent variations in the cost of living. An attempt 
to construct such an index number, to represent changes in the 
cost of living for the working classes, based on retail prices, rent, 
etc., is made monthly by the Ministry of Labour, and the result 
is pubhshed in the Labour Gazette, from which the table given 
on the next page has been extracted. 

In explanatory notes, the Labour Gazette states that the shown 
percentages are tased on the average increases in the cost of the 
various items combined in accordance with their relative importance 
in pre-war working-class family expenditure. The result of this 
calculation'(in which the same quantities and, as far js possible, 
the same qualities of tack item are taken for each month as in 
July, 1914) is to show the increase in th, cost of maintaining unchanged 
the average pre-war standard of living of the working-classes (i.e. the 
average standard actually prevailing in working-class families 
before the war, irrespective of whether such standard was adequate 



COMMODITY PRICES 


245 


or not)» Tlie Labotfr Gazelle also points out that, owing to the 
shortage in the supplies oj. certain articles (c.g. butter), and the 
variations in the amounts of increase in the prices of different 
commodi^es, it is probable that economies or i e-adjustments in 
expenditure lijive been effected in many families, especially in those 
case# where incomes have not increased so much as prices. No 
allowance is made in the figures for such economies and re-adjust¬ 
ments of expenditure, as to which trustW'^hy statistics are not 
available. 


AVERAGE PERCENTA(;E INCREASE IN COST OF LIVING* 
* .SINCE 1st JULY, 1914 

* (Food, Clothing, Fuel, Light, Rent, Etc) 


Month 


January . 
February 
March 

Apnl . 
May . 
June 

July . . 

August . 
September 

October . 
November 
December 


'0 

1915 

1916 

1917 

• 1918 

J919. 

' 1920 

1921 


10-15 

35 

_ 

05 

85 90 

120 

125 

165 


15 

35 

@5 -70 

90 

120 

130 

151 


15-20 

35 40 

70 . 

90 

115 

1.30 

141 


15 20 

•35-40 

70-75 

90-95 

110 

132 

133 


20 

40 45 

75 

95-100 

105 

141 

128 


25 

45 

75 80 

100 

105 

150 

119 


25 

45-50 

80 

100 105 

105 110 

152 

.119 


25 

45 50 

80 

110 

115 

1,55 

_ 


£5 

50 

80 85 

110 

115 

161 

— 


30 

50 55 

75-80 

115 120 

120 

164 



30-35 

60 

85 

120 125 

125 

176 

_ 


35 

65 ^ 

85 

120 

125 

169 

— 


_ 





• 



It Will be observed from the above ti^ble of ix:rceiitages*that the 
working-class cost of living, acdording to the Labour Gazelle, 
increased by almost a constant yearly percentage during the first 
four years of the war. At 1st July, 1915,*the inciease tvas estimated 
at 25 per cent, above the cost of living at 1st Jwly, 1914 ; at 1st 
July, 1916, at 45-50 per cent.; at 1st July, 1917, at 80 per cent.; 
at tet July/ 1918, at 100-105 per cent, Punng the next twelve 
months (which embraced the Armistice period commencing 11th 
November) thb cost of living only rose slightly, to 105-110 per 
cent, above that at 1st ‘July. 1914. But thni small increase was 
followed by a rapid rise^during thc^icxt year ending Is! July, 1920, 
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the cost of living at that date being 152 p,cr cent, in excess of 
that six years previously, at 1st July, 1914. For the whole period 
of six years, the increase therefore averaged 25 per cent, per annum. 
A reference to the table of index numbers of The Stahst and The 
Economist, already given, shows that wholesale pfices rose more 
rapidly during the war and up to April, 1920, than the mo.eased 
cost of living percentages compiled by the Ministry of Labour. 
The following table Miows this divergence at the end of October, 
1918 ; at the end of June, 1919 ; and at the end of March, 1920— 
« PERCENTAGE INCREASES 


(Above Index Number at End or J|,une, 1914 ) ‘ 


i At 

At ! 

At 

At 

■list Oct , ’ 

30fh lune,’ 

31 si M.ir, 

31st Mar 

1918 2 ; 

1919’ i 

1920 

1921 

' ’ 1 1 

The Statist Index Number ' 144 j 

145 ^ 

222 

118 ' 

The Ecoiiomist Index Number.! 141 j 

, 143 

228 

100 ' 

Labour Gazette, Cost of Living*! 120-125 ' 

I 103^110 1 

132 

, 133 


1 _ . 


_ 


The percentages given m the last coluHin (for 31st March, 1921) 
show that, during the reaction, wholesale prices have fallen far 
more rapidly than the cost of living. 

' Comparing prices with those ruling at the end of June, 1914, 
the index number of The Economist reached jts maximum point, 
228 per cent, increase, at the end of March, 1920, that of The 
Statist its maximum point, also 228 per cent, increase, at the end 
of the following month ; and the percentage representing the 
increase in the cost of living, calculated by the Ministry of Labour, 
reached its maximum, 176 per cent., at the commencement of 
November, 1920. 

Agreement tetween the percentage increases in the index numbers 
prepared by The Statist and The Economist and the cost of living 
percentage increases derived by the Ministry of Lalxmr was not 
to be expected, because, as already stated, the former arc based on 
wholes'-lo prices and the latter on retail prices, rent, and other 
items entering into the cost of living. Rent has not moveef with 
commodity prices. As a result of the Increase of Kept and Mortgage 

' Percentage based on prices on day of, following month. 

* Amistire with Germany, lUh November, 1918 

*• Peace signed with Germany, 58th June, 1919 
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Interest* (War Restrictions) Act, 1915, rents of working-class 
dwellings remained at the, same level as immediately before the 
war, apart from increases on account of increasedjrates and water 
charges—in other words, net rents of working-class dwellings 
remained unchanged generally from the end of 1915 up to the entry 
into’operation of the Increase of Rent and Mortgage Interest 
(Re-trietions) Act, 1920, which received the Royal Assent on 
2nd July, 1920. ’ ✓ 

It usually takes a period of several months for changes in whole¬ 
sale prici's ^to reflect themselves fully m retail prices, unless 4Jie 
article is df a more ,»r less perishable nature, wheTi sympathetic 
movements take place almost concurrently. 

The following tablt sliows the average pcicentage increase, as 
comp.arcd willi July, 1914, m retail prjees of clothing (of the kinds 
most geiu'rally purchased by the woiking classes),‘at intervals of 
^hree nionlhs since the beginning of March, 1915, from which it 
will bi^ obse. ved that the iiiciease by June, 1920, amounted to 
320-.'1,50 per ( d. above pre-war price.,- - 

RETAIL PRJCF.S OF CLOTHING, 1914-1921' 



Percentage increase, as compared with July, 1914, 



at the beginning of 


Year 





, March. 

June. 

September. 

December. 



% 

% 

% 

% 

1915 . 

12i 

25 

30 

35 

1916 . 

45 

55 

65 

80 

1917 . 

90 • 

100 

120 

.140 

1918 . 

170 

210 

240 

260 

1919 . 

260 

260 

260 

270 

1920 . 

.110 

320-330 

330 

«00-310 

1921 . 

24« 

,200 • 

• 

— 


The articles covered by the above sliown a\’eia^e percentages 
are men’s suits and oveic(,ats, woollen materials Jor women’s outer 
garments.^woollen undeiclothmg and hosieiy, cotton‘mat('rial for 
woHoen’s outer garments, cotton undcrc(ptl\jng niatci ial an5 hosiery, 
and boots. • 

In view of the great rise in wholesale prices of textile materials 
up to M.irch, 1920, to wiiicli refwcnce has alfeady been made, the 
* This table was pubU^ed m the Labour Gazelle for Apnl,*192I, 
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great incioasc in retail prices of clothing up to September, 1920, 
IS not surprising. , 

Economic Reasons for the Rise in Prices since July, 1914. 
It is impo'^sihle to examine in the space of one chapter all the 
many and varied economic influences that gave rpc to the great 
increase in prices during and since the war, up to April, 1920, and 
the partial fall since that date. 'All that is attempted in this 
chapter is an cnum«^ation, with a certain amount of explanation, 
of the more important of such influences operating m the case of 
the United Kingdom. 

1. Diverskn of Labour from Productive to Npn-producttve Purposes. 
Great wars have ever been a powerlul factor in raising r.omniodity 
prices, in the main due to the focding,4clo1ihing, and transport of 
armies, and armament requirements necessitating greater piodiiction 
at a time whdn large numbers of men are withdrawn from the ranks 
of productive industry for fighting pui'iroscs and for performii'ig 
services accessory to fighting. This change over from productive 
to non-productive industry was & prime cause of tlie reduction m 
available supplies of commodities for civilian consiimpfion during 
the recent war. Intensified Government dhmand competed severely 
with civilian demand. A reduction in the customary quantities 
available for civilian consumption naturally causes a rise m prices, 
thro'tigh increased competition for the reduced supplies. So strong 
is the desire to satisfy customary wants, that a (eduction m supplies 
is usually accompanied by a considerably greater percentage 
increase in prices. 

To \vhat degree during the reccfit war there was reduction in 
production of commodities for the home market for civilian con- 
sumptirtii, it is impossible to ascertain, for no accurate data is 
available. A,reasonable estimate would be a reduction of from 
25 to 33 per cent. A large pait of the labour which was diverted 
from produCavc to non-productive purposes during the war was 
compensated lor by increased hours of labour, relaxation of certain 
trade union rules which restricted production, and replacement 
by the ‘cftiployment of^women and men previously uife'mployfd or 
under-employed. 

2. Loans to Allies and Dominions. Before the Vrar the United 
Kingddm was incrifasing her inyestmenits abroad at the rate of 
about £200;090,000 per annum, which amount, however, about 
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represented interest* on her foreign and Colonial investments. 
During the five year perio(i 1st August, 1914-lst August, 1919, the 
British Government made loans to her Allies and ^Dominions to the 
extent of^bout £1,800,000,000, or at the rate of about £360,000,000 
per annum. This amount was mainly expended for war materials 
and tithcr goods produced in the United Kingdom, America, and 
other countries, and shipped to the Allies. To the extent that the 
proceeds of the loans were expended lor*^)urcliases within the 
United Kingdom, so must stocks of commodities available for 
home consumption have tended to lx; leduced. Scarcity of ccrtjjin 
commodities on the Ijomc market through shipment'of supplies to 
the Allies»would, however, lx; partly compensated for by increased 
quantities of such commodities imported from America and 
other countries during the war. Ofl-sctting the increased quantities 
feceived from abroad against the reduction ih tin? production of 
tommodities by the United Kingdom for home civilian consumption, 
the qujntitier of commodities available during tlio war on the home 
market for cnioan consumption were, a. a whole, probably only 
from 15 to 25 jxir cent, less than pre-war quantities. 

3. Increased Costs oj* Production. The factors that caused an 
increase in the costs of production varied in degree in different 
trades. They may be broadly classified under the four heads : 
(a) Increased wages ; (h) increased costa of materials ; (c) increased 
overhead and maifitenancc charges (salaries of office staffs, rents, 
rates, repairs, renewals, etc.) ; (d) increased sundry charges (carriage, 
cartage, wrapping and packing materials, travelling, gas, electricity, 
coal, bank charges, advertising, postages, stationery, etc.). Increased 
wages and a wider margin of profit taken by producers and traders 
are really the underlying causes of the increases given under (b) 
and (if). I..abour was in a position lo demand material increases in 
wages during the war on account of the paramoimt necessity for 
immediate and increasing production on'Governmentil and civilian 
account, and also because the cost of living was rapidly increasing. 
Producers and traders were able to take a larger marJiiijDf profit 
on account of scarcity of supplies, pa^t the increased margin 
being taken to meet increased taxation and increased cost of living. 
Speculators alSo took tljgir opportunity. 

4. Shorter Hours of Le^ur. Since the war’terminated tfiere has 

been a reduction in several trades ^n the number of hours worked 

% 
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each week as compared with the number iiv pre-war times. This 
change was sanctioned by the Goverpment and agreed to by the 
employers on the understanding that the reduction in houis would 
be compensated for by proportionate increased production during 
the reduced number of working hours. Unfortunately, labour has 
not in all trades, or in individual cases, responded to the coflipact. 
In some trades, the output per mail, per hour, has actually been 
less since the termiNjtion of the war than in pre-war times. To 
some extent this reduced output is indirectly due to the considerably 
l\igher wages now paid to labour, In the case of a large numlxir of 
workpeople, high wages have been accompa-tied by a disinclination 
to exert their lx?st efforts. This vicious economic policy has been 
partly due to ignorance, partly to suopickin of exploitation by 
employers, and partly to disinclination for woik at all times by 
many people'of they can get others to woik for them or to share 
with them the fruits of their industry. ' 

The only economic justification for reduction in hours of labour 
at any time is increased output'per man, jxt hour, whether the 
increase be due to greater efforts by labour itself, or greater applica¬ 
tion of machinery and other aids to outpu'i. And, nolwithstanding 
promises of pejliticians, it is impossible for labour to enjoy a higher 
standard of living until there be an increased output, per man, 
per ‘day. 

5. Multiplying Effect oj Percentage Gross Profits. In many trades, 
particularly in the retail trades, it is customary to fix the sale price 
of commodities at the ascertained costs of production,or the purchase 
price if the article be in a finished' state ready for the consumer, 
plus a fixed percentage. The multiplying effect of percentage gross 
profits ihcreases prices to jhe consumer b^ an amount much greater 
than increase, in original costs, as the following example shows, 
the percentage^'being imaginary— 


, 

Manufaciurer 

1 

Mkrchant 

Uktail Trade 


Cost + 25% 

Cost 1- 20% 

C4st + 33 

Article .... 

8? + ,2s = 10s 

10s -H 2s = 12s 

-i- 4s -M 16s 

Same Article . 

16s. + 4s 2Cs 

?0s -1- 4s. = 24s 

24s -t- Ks =- 32s. 

1 


The above imaginary illustration shell's that though the manu¬ 
facturer’s costs to produce the article in question have only increased 
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8s., yet*1116 ultimate.consumcr is asked to pay an increase of 16s. 
for the same article. Pai;t of the difference will, of course, be 
absorbed in increased establishment charges of tht merchant and 
retailer. , 

From the ill»istration there can obviously be drawn the following 
impoftant truth : “ The less the costs of production the greater 
the real \vagcs of labour, for labour is the greatest consumer in any 
community." 

6. Psychological Influences. Under the heading of psychological 
influences there may be included those human tendencies or weak¬ 
nesses that contributed to the rise of prices. WHen prices are 
rising anci manufacturers and salesmen predict a further rise in 
the near future, and thess opinions are quoted m the Press, there 
is a tendency for people to purchase immediately articles they do 
iTot require at the moment but will require al. som’e future date. 
This tendency is a species of hoarding and accelerates a further 
rise, and the '^r.ader then informs the public : “ I told you so." 
Tills psychology al mflucnce also strongly manifested itself in 
manufacturers and tiaders alike. 'l*liey competed strongly with 
one another for availabte supplies of materials and finished goods 
because prices were using, and if the rise continued their trading 
profits would, as a consequence, be considerably augmented by 
early purchases of raw materials and stocks. This influence became 
very pionounced during the twelve months ending March, 1920, 
from which month it was checked by the consumer showing an 
increasing disinclination to purchase clothing and other articles at 
prices then current. * 

Another human weakness that contributed to the rise in prices 
during and after the war was a practical manifestation of the 
world-proved maxim " tasy comS, easy go." During the war 
large wages were paid to munition workers, and dn demobilization 
bonuses were paid to officers and men.* Large nuntbers of those 
who became possessed of wages more than suffitient to maintain 
their customary standard of living, notwithstanding higher 
pric«s, and of those who obtained boppse*, proceeded a? once to 
spend their surplus purchasing power on any thing or pleasure 
that took theft: fancy, almost regardless of utility value to them¬ 
selves. A third psychc<ogical manifestation, and one that, for 
various reasons, largely^proved a rriiscalculation, was a\ielie,f among 
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manufacturers, producers, and traders thati after the war, there 
would be a great world-wide demands for finished goods. Conse¬ 
quently, five or six months after the Armistice onwards, there 
arose a very keen and increasing demand for raw materials by 
manufacturers and for finished goods by traders in% anticipation of 
a demand later to come from consumers in all countries, which 
only partly materialized. To some extent depreciated exchanges 
and heavy taxatioio restricted the anticipated international 
demand. 

»- It IS to be noted that psychological influences exert their maxi¬ 
mum effect in accelerating a rise in prices during periuds of excessive 
and increasing monetary inflation, a subject considered at length 
in a later chapter. In truth, such infliichces in their effect on 
prices anticipate, or discount in advance so to speak, further 
monetary inflation, and hence they are a potential danger when 
further inflation eventually is checked. 

7. Increased Taxation. In whatever form increased taxation 
be imposed, whether diiect or indirect, past experience has usually 
proved that the major part is ultimately passed on to the consumer. 
In assessing the margin of net profit he must derive from sales of 
his products or stocks, the manufacturer, producer, trader, or 
shopkeeper naturally bears in mind how much of such margin 
must eventually have to be paid to the State in the form of taxation. 
If taxation be increased, the margin of net profit will therefore 
usually be increased also, though not necessarily by the amount of 
the increased taxation. Since the commencement of the recent war 
taxation has increased enormously, and in many directions. Govern¬ 
ment revenue for the pre-war fiscal year ending 3Ith March, 1914, 
amounted to about £19)?,000,000, but ^for the year ending 31st 
March, 1920, to about ;fl,340,000,000, * an increase of £1,142,000,000, 
or 577 per cent., in six years. A large part of the increased taxation 
took the form of the Excess Profits Duty (receipts therefrom, year 
ending 31st March, 1920, £290,000,000), which in the main was 
passed on to the consumer by the manufacturer, producer, trader, 
and shopkeeper. The Excess Profits Duty was, therefor'', an 
indirect form of taxation of the masses. The only people who 
cannot pass on increased taxation to other people are those in 
receipt of fixed incomes, derived from such sources as fixed salaries, 
a inoludes about ,(265,000,000 received from sajes of surplus war stores, etc. 
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rent, an(* fixed rates of interest. Such people suffer most when the 
increased taxation takes tlif form of an increase in the Income 
Tax rates. J 

8 . Delays in Delivery. Consequent on the great call on the 
man power of ijic country for fighting purposes and for performing 
servicSs accessory to fighting, and for other reasons, there was 
during, and for some time after the war, considerable congestion at 
the docks, at the railway sheds, a*nd in trans>*rt generally. Muni¬ 
tions of war, foodstuffs, and other articles required for the fighting 
forces had naturally priority in transit over commodities requir^ 
lor civilian ^onsumptipn. Restricted postal facilitie# and various 
Government restrictions also impeded the movement of merchandise. 
Any cause which restricts the customary rate of movement of 
commodities, or alters or impedes the_ usual channels of flow of 
international commeice, is bound to be •refledted *a a tendency 
t<5 higher prices. 

*9. Shortage of Ships. During the war a large part of the mercantile 
tonnage of the Un'ted Kingdom was necessarily employed in trans¬ 
ferring troops, munitions, clothing, and foodstuffs to the various 
theatres of war. The destruction of a large amount of Allied 
shipping by German submarines also reduced the tonnage available 
lor imports of commodities for civilian consumption. Delays 
caused by the necessary adoption of the convoy system, deviation 
of ships to unusual ^xirts, and delays at ports owing to shortage of 
labour and other causes, are equivalent to a temporary loss of a 
certain amount of shipping. The shortage of tonnage and the great 
demand for the available tonifage enabled shipowners to increase 
freightage considerably more than increased working costs. 

10. Rise in Prices of Imports. Before fhe war, about 70 ^r cent, 
of articles impoited into the United* Kingdom were foodstuffs and 
raw materials. During the war. Great Britain and* other countries 
had to pay continually increasing prices *£01 essential’imports, for 
the effect of a great war, under modern condition^ of international 
trading, is to raise the prices of commodities almost throughout 
the world, the countries belligerent (y i^utral. 

11. Increased Freight and .Insurance Rates. During the war 
there took plade a very great increase in freights, partly due to 
increased cost of running* ships, reduction in ’peed owing‘to the 
convoy system being instituted as* a protective meastire against 
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enemy submarines, deviation to unusual ports, and considerably 
greater margins of profit taken by shipowners. 

Marine insur,ince rates were increased on account of greater 
risks due to floating mines, enemy submarines, and otlwr dangers 
at sea due to enemy action. a 

The great increase in freight and marine insurance rates was 
naturally passed on to the consumer m the prices demanded for 
important commodities. 

There was a shortage of shiiiping tonnage owing to the immense 
anouiu of trooping and transport work m connection with the 
Allied armies, hence freights rapidly rose;. Neutral 'shipowners 
liencfited oven more than British owners. 

12. Adverse Exchange Rates. During the war, and since its 
termination, several of the foreign exchanges moved adversely 
to the United Kingdom hn account of excessive balance of values 
of imports. This was only to be expected in view of the increased 
imports and decreased expmts, m values, during the var, the 
consequence of great Governmental demands for war purposes. 
The movements would have Ircen much more adverse to this 
country if the Government had not stabilized some of the exchanges 
by selling or pledging abroad large amounts of the foreign and 
Colopial securities held by the public and certain institutions of 
this country. When the value of sterling, as expressed by the 
exchange rate, falls m any country from which Great Britain 
makes large purchases, settlement for such imports is more costly 
than when the exchange rate is normal. So far as the United 
Kingdom is concerned, the Now York Exchange is the most 
important, for from America this country imports large quantities 
of raw materials and foodstuffs. During 1920, sterling in New 
York stood at "an average discount of about 25 per cent., that is to 
say, an importer in this country of goods from America would have 
to pay m sterling in this countiy to provide a certain amount of 
dollars in Amercca, for settlement of his purchases, an amount 
equal to ,33 per cent, more than he would have had to pay for the 
same amount of dollais before the war. (Before the war, '£100 
would provide, on an average, 486§ dollars in America (parity, 
£l = $4-86§). During 1920, £100 would purchase, on an average, 
only qlxiut 365 dollars in America.) The"importer naturally passes 
increased costs for dollars on tc5 the consuiper. The latter receives 
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bomo iiu4ircct compensation when sterling is at a heavy discount 
owing to the fact that unditr such a condition the price in dollars 
the exporter has to accept to effect a sale is less tlijin the price he 
would be tjilo to command if sterling were at parity. To study this 
factor at lengtk would involve a long explanation of the effect of 
deprefiated currencies on import and export values under conditions 
which vary with different countries. 

13. Removal of Government Control. Afte-i' the termination of 
the war, maximum prices previously imposed by the Government 
on a number of commodities, with the object of preventing the 
exploitatioif of the community under scarcity conditions, were 
lemovcd St various dates. Such decontrol taking place during 
a period when condifions were still abnormal, traders in such 
commodities, after the removal of maximum prices,^ were able to 
otrtam excessive profits at the expensc’of the cifiisumcr. The 
gjeat competition, however, between traders for available stocks, 
with a vjew of e. tracting large profits from the consumer, eventually 
led to their bein;; caught with high-priced articles (raw materials 
and finished goods) when the inevitable react ion in prices eventuated. 


Though there have been many economic and other influences in 
operation since August, 1914, as a consequence of the war^ all 
tending to bring about a higher average level of commodity prices, 
yet there have been several, though of considerably less strength, 
tending to operate in the opposite direction. One such influence 
beneficial to the United Kingdom and her Allies was the deviation 
thereto during the war of a large part of the foodstuffs and raw 
materials which in peace time would have been purchased and 
impirted by Germany. ^ . 

If the war had not taken place, tliere is every reason to believe 
that there would have been a fall in commodity prices since 1914. 
An influence of great importance, and likely to be of long duration, 
had commenced to operate to reduce commodity prices about a 
year before^ the commencement of the war. This influence was 
susponded oi» largely nullified by the (iffeats of hostilities. The 
influence referred to is that owing to the enormous amounts of 
capital attiacte*d during 1907-1913, in particular from the United 
Kingdom, to food and Aw material producing countries, Jherc 
would iK'cessarily follow^ undei conclitions of peace, a considerable 
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increase, for many years to come, in the world’s production of 
foodstuffs and raw materials. Consequently, a fall in commodity 
prices appeared’to be inevitable, sooner or later. Index numbers 
show that during the period 1875-1896 there was a great and 
almost continuous fall in commodity prices, Sauerbeck’s index 
number for 1896 being 61 as against 102 for 1874, or 102 the average 
for 1865-1874, the fall being mainly due to the rapid development 
during the seventies aVsd eighties of the young food and raw material 
produeng countries. From 1897 to 1913, with the exception of 
two breaks, there was a considerable rise in commodity prices, the 
index number for 1913 being 85 as against 61 for 1896. This natural 
rise in commodity prices once more attracted enormous sums of 
capital to the food and raw material producing countries. From 
the United Kingdom alone over £1,000,000,000 was attracted into 
foreign and Cslonikl investments during 1907-1913, a period of 
but seven years, one-half of which capital was devoted to productive 
railway construction. That this newly invested capital was not 
able to make itself fully felt in increased production during the 
war IS obvious, on account of scarcity of labour in many countries. 
In the case of the British Colonies, a scatcily of labour was felt 
during the war owing to the large number of Colonials who patriot¬ 
ically volunteered to fight for the honour of the British Empire, 
many of whom paid the supreme sacrifice. 

Prices during the recent war would undoubtedly have been 
much greater than the unprecedented heights they did actually 
reach, except for the fixing of maximum prices by the Government 
for essential foodstuffs and other 'necessaries, and Government 
purchases abroad on a wholesale scale. 

Checks to Rising Prici;s. The mam check to people competing 
by showing willingness to pay higher prices to satisfy their 
customary wanft; and desires is obviously the amount of money 
they have irdmcdiately available or will have available in the near 
future. This matter is considered at length in the next chapter. 
Another check to rising prices, and a very effective one, comes into 
operation when prices tjisc.to such a degree that large numbers of 
the community prefer to abstain from satisfying all their customary 
wants and desires sooner than pay the demanded prices, and 
particularly so should there be evidence of profiteering or 
speculation.’ This second check became very effective from the 
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spring onwards of th^ year 1920. And a third check, and one that 
accelerates a fall, if ecomjnuc conditions warrant a fall, is that 
consumers restrict or defer their purchases when th^re is a general 
feeling or pvidence that prices will shortly be on the downward grade. 

Economic IJeasons for the Fall in Prices Since April, 1920. 
Sincc'tho end of March, 1920, as already stated, and up to the end 
of May, 1921 (Ihe time of writing), tlicie has taken place a very 
substantial fall in wholesale puces, the viidex number of The 
Economist showing a fall of 41 per cent., and that of The Statist 
one of 38 per cent, llitlerent groups of commodities have shojvn 
falls of viirying degree, the greatest having takefi place in the 
textile grt»up, the index number for which has fallen 06 jx'r cent., 
according to The Eaonomist. Generally speaking, the economic 
reasons for the fall in prices since April, 1920, may be said to be 
;*rcversal or removal, in part, of the ojiiraUng cai*ses for the rise 
fliat took place between July, 1914, and March, 1920. Oirtain 
new and unexp cted factors have also contributed to the fall. Both 
sets of influence, ,re briefly discdssed below. 

1. Diversion of Labour from Non-productive to Productive Purposes. 
The demobilization of the greater part of the Army, and the release 
of workers from armament requirements, has enabled considerably 
increased numbers to be employed to produce commodities for home 
and foreign civilian consumption. 

2. Cessation of Loans to Allies and Dominions. The cessation 
of fiiither British Government loans to her Allies and Dominions 
has enabled the home market to have a greater cjuantity of com¬ 
modities available for home* consumption, for such loans made 
during the war lifted large quantities of commodities off the home 
market for exportation to the Continent. 

3. Reduced Costs of Production. • It is not possible to say with 
certainty that costs of production have as yet,‘as a whole, been 
materially reduced. In certain trade* they uiukAibtcdly have. 
Wages in some trades have remained stationary^since April, 1920, 
in otheis tligy have been further increased, but m sPveral trades 
redyctioiis’iji wages have already taken pljjce, in some cj>es repre¬ 
senting part or the whole of fprthei advances made since April, 1920. 
The cost of raw materials has, generally speaking, fallen considerably 
—particulaily in the textile trqdes. Overhead and inailitenance 
charges, and stindiy charges ha^i', as a whole, ni^ shown,any 

17—(1723) * 
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material change. Some of the charges have gojie down, a ferw have 
increased, such as local rates and railway, charges. 

4. Hours of Labour. No material change (except short time 
necessitated by over-stocked markets and lack of foreigi} orders). 
Increase in unemployment. 

5. Multiplying Effect of Percentage Gross Profits. When costs of 
production fall, the consumer obtains a reduction in price greater 
than the reduction in first costs, hor reason of this divergence sec 
“ Ecwiomic Reasons for the Rise in Prices,” paragraph 5. 

Q. Psychological Influences. Prices reached such a height during 
the first three-' months of 1920 that consumers commenced to 
restrict their purchases, and by their joint action compelled the 
beginning of a fall. In times of falling* prwes, consuinei s defer 
their purchases as long as possible, in view of a further reduction 
in the near future. ' Manufacturers, producers, and traders com¬ 
menced restricting their purchases of raw materials and finished 
goods because they found themselves over-slocked, and any further 
purchases in a falling market might involve them in serious losses 
unless they were able to sell forward Ixifore purchasing. 

7. Taxation. Since March, 1920, taxanon has been slightly 
increased, so this factor would tend to retard a little the fall in 
prices. 

8 . Quicker Delivery. .Since the end of 1919 there has been more 
prompt conveyance of goods, consequent on a greater amount of 
labour being available lor transport purjxjses, and increased rolling 
stock for conveyance of goods for civilian consumption. 

9. Increased Mercantile Tonnage, 'oince Peace was signed with 
Germany and the greater part of the Army aliroad brought back 
to this country and demobilized, there has been considerably 
increased mercantile tonnage available for transixirt of commodities. 
Ships can now mo eo at their customary speed, and load and unload 
at suitable fxwts conveme-iit to themselves. A large ammint of 
new tonnage has also been launched since the termination of 
the war. 

10. Reduction in Prices of Imports. There have taken place 
considerable reductions m the prices of foodstuffs, raw materials, 
and other articles imported from abroad. The reductions com¬ 
menced fn the UniteCi States alxjut April,* 1920. Many imported 
raw materials, such as cotton and wool, have fallen in price 60-80 
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per cent.*since March, J920. Certain foodstuffs, particularly wheat, 
did not show a material fall,in price in this country during 1920 on 
account of being under Government control. A r(»duction in the 
import pri<^ of wheat, however,enabled the Government to remove 
its subsidy oniiread early in 1921. 

TlicWall in prices of raw iiiatepals has been relatively much greater 
than that of finished goods, because manufacturers have deemed it 
advisable to reduce production as far as possible to cm rent demand, 
and not to make goods for slock pin poses. Obviously, with very 
high conversion costs, of which thcie is eveiy prospect of a materiel 
reduction id the near/future, a manufacturer making for slock 
runs a grave risk of eventually being iindercut in price by lower 
quotations of a comjt'titrv'e inanufactiirer working on a lower 
conversion cost basis at a later date, at the time ot revival of a 
general demand ; in other words, mamifafturers natfirally hesitate 
tif" marry ” deflated raw material to non-detlatcd ronveision costs. 
There has, eoiisc aui'ntly, aln ady taken place a more rapid decline 
in prices of raw u .'terials than in finished goods, in fact, to-such 
an extent that certain qualities of wool by April, 1921, had fallen 
to pre-war prices. * 

11. Reduced Freights and Insurance Rates. Early in 1920, 
shipping lines began to make a reduction in freight rates, a move¬ 
ment which became very pronounced during tlie latter months of 
the year and early* months of 1921. Following the signing of 
Peace with Germany, there took place a considerable reduction 
in marine insurance rates. 

The cnornions reduction that has taken place in freight' lates 
since the highest point was reached eailv in 1920 is clcaiiy shown 
by the following two exainples— 

Kiver Plate to United Kingdom 

1920 (highest rate) .... 210 shillings per ton 

U921 (highest rate) . . . . 30 ,, ,, 

1913 (highost rale) . . . 30 • ,, 

• 

Cardiff to St ViNciiNT • 

1920 (highest rate) . \ . .50 shillings per ton 

‘1921 (highest rate) . . . . 14 . „ 

1913 (highest rate) . 12 

\ • 

‘ Up to ApnI. 
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Obviously the very severe fall m freight rates cannot be main¬ 
tained in face of present running costs of ships in oveiseas trade, 
which, in Apnr 1921, were estimated to be fiom 250 to 300 per 
cent, above the cost in 1913. The excessive fall in freight rates 
has, in the main, been due to increase in the wc rld’s available 
tonnage since 1919 and iiisufficieiiev of caigo offering, owing to 
great depression in foreign trade. In April, 1921, for lack of 
cargo at remunerative rates, or-er one-half of the overseas and 
coastwise tonnage of the United Kingdom w.rs laid up in idleness 
11 ) the poits of the countiy. 

12. Exchatt^e Rales. Since the termination of the war with 
Germany, the foreign exchanges, as a whole, have beiome more 
favourable to the United Kingdom, though in a fiuv countries 
sterling has remained at a discount, m particular m New York. 
This impirtant exchange, however, at the time of writing (Mhy, 
1921) is showing a steady improvement. The improvement in the 
exchanges as a whole to the United Kingdom has been due to a 
reduc+ion in the money value of Uie excess of imports over exports. 
Taking invisible exports into account, there has been since the end 
of 1919 an actual net balance m fav'our of'the United Kingdom. 

13. Cancellation of Orders. One of the mam causes that accel¬ 
erated the fall in prices since April, 1920, was the cancellation by 
foreign buyers of orders already placed with the United Kingdom 
for high-priced gootls, in particular textiles. ' Cancellations were 
also received from the Colonies. Many of the cancellations received 
related to goods already shipped but not taken up by the con¬ 
signees. Three causes contributed' to this lapse of commercial 
morality. First, over-stocked markets abroad, a condition aggra¬ 
vated ‘by consumers restricting their purchases sooner than pay 
the prices demanded for goods, the inability of Germany to find 
means of paymdTit for large quantities of high-priced imports, and 
the chaotic 'bondition of Russia. Second, increasing evidence of 
a coming permanent fall in prices, a condition which naturally 
makes retailers and all traders loath to stock or mcease stocks of 
high-priced goods, because cornixitition of other draders, with 
lower-priced goods would involve tluim, sooner or later, in serious 
losses, when the necessity arose to cut prices to meet such com¬ 
petition. Third, financial pressure. Unless a firm be in an excep¬ 
tionally strong position in regartl to its liquid resources, cancellations 
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reccivwfby it on a Urge scale cause extreme financial embarrass¬ 
ment, in some cases mvcJving forced realizations of stocks at 
prices much less than cost. t 

Cancellations within the home market have been largely the 
result of cancellations received from abroad. Merchants and 
traders have bt'ggcd manufacturers to cancel orders previously 
placed with them, in some casijs offering part compensation, on 
account of cancellations received from abroad. Manufacturers 
m their turn have attempted to cancel orders they had previously 
placed for rjw materials. And so the chain of cancellations 1ms 
tended to grow. Th«‘ net effect of the canccllatiofis has been a 
willingnes!? to accept lower prices all round ; in many cases prices 
less than fhc former tost? of production. Pressure by banks for 
part reduction of outstanding loans accelerated forced realizations. 

14. Reduced Margins of Profit. Over-hoiked nuftkets, whether 
, tte primary cause of such conditions be over-production, cancella¬ 
tion of.orders, .T any other factor, make retailers, merchants, 
manufacturers, a id raw material pr^oducers willing to accept a 
very small maigin of profit to effect sales of their wares ; in some 
cases they are willing to sell on a no-profit basis. The consumer 
is largely the controller of prices, for a while, under such conditions. 
Since about April, 1921), the increasing willingness of traders to 
reduce m.irgiiis of piofit has had a very consideiable influence in 
accelerating the fall in prices since that date. Many manufacturers, 
m times of depression, prefer to lun their mills at a loss sooner than 
disjxirse their woikjx'ople, reljiing on profits in times of activity 
to ri'coup them for such loss. 

15. Unemployment or Short-Time Working. Peiiods of rapidly 
falling pi ices are invariably accoiiipaiued by a glowing volume 
of unemploynieiit, for, as already*explained uudei the heading 
‘‘Psychologiial Influences,” the general public, lefaileis, merchant 
houses, and manufacturers all defer, as’long as possible, further 
purchases of finished goods or law materials, wjth the object of 
purchasing,at»a later date at lesser prices and minimizing the risk 
of bwsiness losses. Widespread uncmploywient obviously reduces 
the purchasing power of th« working classes, and consequently 
accelerates the fall m prices. 



CHAPTER XI 

COMMODIIV PRICES—MONETARY INFLUENCES 

The use of the term “ monetaiy influences ” in this chapter will 
bf confined to the amount of purchasing power available at any 
time and its Velocity of circulation. The term “ goods,'' repeatedly 
made use of, is intended to include not only commodities but all 
services, securities, property, and anythwg else for which, in 
exchange, purchasing ]X)wer is transferred to the seller. 

At the conrmeiiC’cmemt of the last chapter it was jxnnted out 
that in any analysis of the factors that cause variation m prices hf 
commodities at any tune, two sets of variable influences have 
necessarily to be considered ; the fir.st. Economic, the second. 
Monetary ; in other words, the available supiihes of goods for sale 
and the available purchasing power of the' community. These two 
sets of forces are ever in conflict, and their relative strength finally 
determines the course of prices. Economic influences operate 
through variation in available supplies of goods ; monetary influ¬ 
ences operate through variation in ability ‘and willingness to 
purchase. \Vlien the two sets of forces are temporarily in equi¬ 
librium, supply IS then said to meet demand. The economic influ¬ 
ences that (ontnhuted to the great" mciease of i ommodity prices 
during August, 1914-March, 1920, and the partial fall since the 
latter Tlate, having been, considered at length m the previous 
chapter, monetary influences'■will lx; mainly consideied in the 
present chaptert An attempt will also be made to determine to 
what degree'■monetary influences contributed to the great rise in 
prices during tlye above-named period. 

Some redders may consider the economic influences enumerated 
in the last chapter sufficient in themselves to account for .price 
variations since the commencement .of the recent war. A little 
reflection should show, however, that the ultimate degree to which 
prices may rise as the result of cjianged economic conditions must 
obyiously be mainly dependent on the^ amount of additional 
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purchasing power a,vailable. Without considerably increased pur¬ 
chasing power having begn manufactured by the banks and the 
Government during the war, it is obvious that ajiarge percentage 
of consupiers would have had materially to reduce their purchases 
of commoditks or hire of labour, lor want of immediate means of 
payfnent, and this applies^ equally to raw material producers, 
manufacturers, merchants, retailers, and the final consumers. 
Assuming the amount of purchasing power to have remained 
stationary during the recent war, there must have inevitably taken 
place a gradually diminishing consumption of commodities* as 
economic*inlluences,>tended continuously to inefcase prices. A 
point w#nld eventually have been reached when supply met 
demand, and a chec4c administered to any further rise in prices. 
Economic conditions alone could probably not have caused the 
average level of general prices to liaue rjsdli dwring the period 
•August, 1914-March, 1920, more than 75 per cent, over the pre-war 
level, Jor reasij's slated later. If purihasing powei be continuously 
manufactured 1/ rhe banks amrthe Govciiiment at a rate materially 
greater than any increase in available supplies of commodities, 
there is practically no limit to the height prices m.ay be forced, to 
be accompanied or followed, sooner or later, by all the evils 
resulting from a policy of inflation. 

Diverse Opinions. Not only during the icccnt war, Imt as 
far back as cconolnics first came to be studied as a science, there 
have always been three schools of thought as to the influences that 
may cause variation in the general level of prices at any time. 
One school maintains that* prices arc controlled by uconomic 
conditions ; another that prices arc correlative to monetary con¬ 
ditions ; and the third^that prices arq governed by econflmic and 
monetary conditions combined. As will be shown later, only the 
third school of opinion can be supported after Sn examination of 
the various influences that ultimately ddtermine the level of general 
prices. The conflict of opinion between the,first two schools 
really narrows down to a determination of “ cause ” 5nd “ effect.” 
Admittedly, it is not so easy for the mind^t first to grasp the very 
close relationship bctceen pio'ietary conditions and the average 
level of prices. It will therefore be advisable, before discussing the 
effect of monetary influences on prices during the war, in* order to 
simplify the discussioij, to consiifer briefly ; (1) Wlifit constitutes 
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the available purchasing power of the community ; (2) the elfuation 
of exchange ; (3) the quantity theory, of money ; and (4) the 
influence of variation in gold supplies on prices in pre-war times. 

Different Forms of Pukchasino Power. The available pur¬ 
chasing power a modern community has at its immediate command 
is the quantity of money in the ,pockets, homes, and other 
receptacles of or belonging to the public, plus the amount of 
obligations of banks to pay legal tender on demand, plus commercial 
credit 

Money may be defined as that commodity or article (which may 
be slips of papttr or other material inijircsset) or markdd thereon 
with a certain amount or numlx-r of units of purchasiifg power) 
which is universally accepted within a 'ConKnumty in exchange 
for goods offered for sale or in discharge of debts. The general 
acceptance of the article offered as money may be due cither to 
its legal tender character or to custom. Bank notes arc included,’ 
in this definition subject to their being legal tender or accopled by 
general»conscnt througholit the community. 

Bank credit balances, payable on demand in legal tender to the 
order of customers, and bank promises to ch.stomers to allow them 
to overdraw their accounts up to an agreed upon limit, are not 
included in the abov'e definition of money. Such forms of pur¬ 
chasing power are, however, but one stage removed from money. 
In all cases where an order to a bank to p.ay legaHendcr on demand 
(a cheque) is willingly accepted m exchange for goods, or in discharge 
of debts, such order obviously e.xei'cises the function of money. 
In actual practice, the payee named ofi the cheque docs not usually 
demand legal tender on presentation of the (heque, but simply 
requests collection and credy to Ins own bank account of the right 
conveyed by the cheque to demaftd legal tender for its face amount 
at any time on dpniand. Whilst it may be truly said that money 
is mainly used in paymenf of wages and for settlement of retail 
transactions, the clearing house figures of banks prove indisputably 
that the part'transfer of bank credit balances, or of bank promises 
of credit, authorized by customers’ cheques, is almost •wholly Ahe 
medium of settlement for all other .exchanges or transactions 
transferring value. It may therefore be said that, gciicrally speak¬ 
ing, the money of the mercantile nommurtity consists of demand 
orders oi\ ban'ks authorizing the \)ayment of^ or transfer of claims 
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to, legal fender. In sgme cases the orders drawn on banks are to 
pay legal tender at some detprminable future date. 

A third kind of purchasing power comes into opijration when a 
retail shop, trader, manufacturer, or producer permits a customer 
to purchase gwads without immediate payment. This is com¬ 
mercial credit, the aggregate ajnount of which varies considerably 
at different times. Sometimes, a bill of exchange, bearing a 
determinable future date of maturity, will be drawn by the seller 
of the goods on the purchaser, by whom the obligation will be 
accepted. An important point, however, to notice about purchasing 
power exercised througl? a person’s commercial credit ft that, sooner 
or later, siu*ii credit must lx; liquidated by the transfer to the seller 
of llic goods, or to his»ord*“r, of money or of acceptable rights to 
dehveiy of legal tender from a bank on ^demand. 

lliere is still another form of pwrehasing pdwerdhat may be 
o^'i'cised, which may best be described as a set-oil of mutual 
indebtedness. I, A supplies B with, say, £1,000 value of goods 
on credit, and B, few days later, supplies A with £1,000 value of 
another class of goods, both A and B may obviously cancel their 
mutual indebtedness by book entries, and no money need pass 
Ixitween the parties to liquidate the two transactions. And yet 
the transactions cannot be desciibed as barter. 

There aie other minor forms of possible purchasing power 
available, such as iihstal orders, but their aggregate amount and 
effect on prices is relatively very small compared to that of those 
above destribed. 

By the term “ velocity of cifculation,” as applied to money or 
■ivailable purchasing power, is meant the number of times the 
average amount of mone^ or of purcha;iing power in circiTlation 
within a community during a chosoif period is turned over during 
such ))eiiod ; in other words, the average rate of Purnover. It is 
preferable to confine the use of the term ehtircly to suPh money or 
purchasing power as has effected at least one exchange for goods 
during the cjiosen period. 

Tub Bquation of Exchange. After Jtlie.forcgoing remarks on 
the nature of money, the availjiblc forms of purchasing power, and 
the meaning of the expression “ velocity of circulation,” the equation 
of exchange may be considered. .This equation may be defined 
as a statement, in mayiematical iorm, of the totaP exchange 
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transactions effected in a certain period ip a given community. 
It is shown below in algebraical characters— 

'■ MV^IpQorPT 

where M — average amount of purchasing poi<fer in possession 
of a community, every unit of which has effected 
at hast one efch.inge for goods, during a given 
period, say, a year. 

V = velocity of circulation of such purchasing power 
(number of times'M is turned over during the 
year). 

EpQ = the summation of a series of terms of the form pQ, 
where p -- price and Q = quantity. (The sum 
i total, in money, of all individual purchases duling 
the year.) * 

P = an accurately constructed and weighted index num¬ 
ber, repreijenting average prices paid for goods 
during the year. 

T ■= total quantity of goods exchanged for purchasing 
power during the year. 

AlS MV must obviously be equal to the total expenditure, it is 
evident that the Equation of Exchange is itothing more than a 
statement, in algebraical form, to the effect that the total expendi¬ 
ture of a nation during any peiiod equals the sum total of all indi¬ 
vidual purchases, of whatever ntfLure, during the same period, 
which is an obvious truth. The mam utility, however, in expressing 
the tiJlal expenditure of a community in the form shown by the 
Equation of Exchange is that it brings out clearly to the eye the 
direct relationgjiip between the average level of prices and the 
total amount of available purchasing power. If V and T remain 
constant, it is ojivious that P must show proportional variation to 
variation fn M. If V varies but M remains constant, it is also 
evident that P or T ipust vary, or both magnitudes* V generally 
increases when there is an outburst,of extravagance, as there was 
during the recent war. ‘ 

Soitle exponents bf the Equation of Ekchange do not insist that 
eyer^ unit bf M shall have entdred into at least one exchange during 
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the chosen period. ’ ^me include in the equation the total volume 
of bank deposits subject to, be drawn upon by cheque payable on 
demand. Obviously, if there be included dormanj available pur¬ 
chasing pywer, to make the two sides of the Equation of Exchange 
balance, V w*ll dilfer from V when the equation includes only 
purcHasing power that has effected or entered into at least one 
exchange daring the same period, and assuming P and T to remain 
constant. If the total amount of bank deposits subject to be drawn 
upon by cheque be included in the equation, it is advisable to include 
also the amount of bank deposits not subject to be drawn uppn 
by cheque,^ind whetlior at call or at shoit notice. V will obviously 
vary accoMling to the meaning given to M, and will also be somewhat 
affected by other influence*;. 

The Equation of Exchange can also be expiessed in a third form 
where M simply represents aveiage amowit of’legal'tender money 
ih circulation and in possession of banks. This form of equation 
is true in a gene, d sense, but bristles with difficulties of explanation 
and qualification It is known that banks try to maintain a 
fairly constant percentage cash reserve to their total deposit 
liabilities, that 90 per refit, or so of such liabilities are the result of 
various forms of previous advances by the banks, that advances 
by banks vary with the amount of then cash reserves, the volume 
of trade and prices, and that the amount of money in active circu¬ 
lation varies with the average level of retail prices and the standard 
of living. The amount of money in circulation therefore indirectly 
roughly rellects the amount held by banks in the form of till money 
and reserves. The proportioif between the two, however, js ever 
subject to variation by the extent to which settlement for retail 
transactions is effected by cheques, qnd any alteration*in the 
customaiy percentage basis for cash reserves of banks. 

The so-called quantity theory of money, that*jirites vary pro¬ 
portionately to the amount of available* purchasing •power, if the 

’ T’ro'essor Ii ving Fisher, who, m his book T/ie Piirchasliig Po^ver of Money, 
deals very li^ll^^with the Equation of Exchange, expresses it in the form 
. . MV <r M^V' --i:pQ ox PJ 

where M rcpn scnt.s the average amount of money in circulation and Jll' 
the average aniyiint of b.ink de^iosits subject to cheijiie It is preferable, 
however, to give the Eqii.itioii in the form already shown above, where M 
represents the average amaiint of piircha-sing po\?er in possession of a 
community, every unit of which has erfe^ted at least one c.xchiyge for,goods, 
during a given period. 
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velocity of circulation and the volume of trade remain tonstant, 
has Ixien bitterly attacked in the past by certain writers. As 
already shown,,the truth of this theory is proved beyond any doubt 
by the Equation of Exchange. Wdiat the theory does, not state, 
and which the opponents of it find convenient to<-forget, is that 
prices vary proportionately to the afuount of available purchasing 
power regardless of change in economic conditions, in the habits 
of the people, in population, or in other conditions. No supporter 
of the quantity theory affirms that if the amount of available 
pvrchasing power between two dates has been doubled, the average 
price level nffist necessarily have doubled also. An increasing 
amount of available purchasing power, from whateVer .source 
derived, usually comes into circulation'slodly, and in the course 
of becoming part of the active circulation gives rise to alteration 
in the total volume of tmde and other economic disturbances. It 
stimulates demand until finally absorbed by a higher level pf 
prices, and will also cause, m any case for a period, an alteration 
in th§ usual distnbiitihn of purchasing power previous to the 
increase. When the time arrives when further increase in available 
purchasing power is stopped, the volume of trade will tend to 
resume its normal level, subject to no alteration in other conditions. 
The velocity of circulation at such time will also tend to become 
normal again, because this rate is largely determined by the fixed 
habits of the people. During the period of increasing purchasing 
power, the velocity of circulation would slightly increase, on 
account of trade activity. It can therefore be assisted that average 
price levels in two normal periods (neither of which is a transition 
period) will roughly be proportionate to the average amount of 
purchasing power m ciuuhtioii during siich jieriods, assuiiimg no 
material change to take place' in the total population. There is 
very little hkelilfood, in practice, of the average price level varying 
in exact projlortion to tlib amount of available purchasing power, 
for during the pcMod of increasing purchasing power, and consequent 
trade activity, additional productive plant will havc^htjen erected. 
This and other factors 4 ire,bound to leave some permanent altera¬ 
tion, however slight, in the economic conditions of the country, 
particularly in the output capacity. The greater Ihe output the 
less will generally be the average price li?Vcl of commodities, until 
the. grojvth bf population absor'bs the increased production. 
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Efteot of Variatipn in Gold Reserves. In pre-war times, the 
effect of a large inflow of ggld into the United Kingdom during a 
period of depression or of normal trade was generally to cause an 
increase ip trade activity, accompanied by a period of rising 
prices, unless »the inflow of gold was the consequence of the 
imposition of a high Bank J<atc necessitated by too great a 
depletion of bank gold rcscives within the country. An alter¬ 
ation in the Bank Rate in pre-war times had usually a material 
effect on the foreign exchanges, particularly if no corresponding 
alteration was made in the chief foreign Bank Rates. By tbe 
operation df tlie Banlj'Rate, gold could be drawn from abroad or 
be dispelk^l abroad at the will of the Bank of England. Bank 
Rates, mdireitly, wea^ the instruments tending to level prices 
tliroughout the woild, after making aljowance for differences due 
to'tariffs. fliglier prices in the Umterl Kin'gdom than abroad 
tended to cause an outward drain of gold ; lower puces in the 
United Kingdoi , than abroad tended to cause an inflow of gold. 
Bank Rates opei led eventually as effective checks on countries 
overtrading for any length of time. 

When the Bank of England obtained mure gold than it required 
to support its customary percentage cash reserve, it lowered its 
rate for discount. This reduction was immediately reflected in a 
reduction by the joint stock banks in loan rates to their customers, 
and was usually aRo accompanied by a greater willingness of the 
banks to increase the aggregate of their loans. Manufacturers and 
traders, being able to obtain credit at a lesser rate of interest, they 
proceeded to compete more sel'erely for raw materials and finished 
goods, with the object of doing a greater trade and increasing their 
business profits. Wholesale prices teiidtd to rise as a conse?}uence, 
to be followed later by a rise in retaif prices. The mci eased demand 
for labour naturally also caused wages to rise, Wut usually more 
slowly than the rist' in wholesale priced. Finally, llie increased 
gold reserves of the Bank of England (beyond any gold sent abroad) 
were absorbeJ by an increased amount being drawn into internal 
circulation m consequence of high wagi# and increased retail 
prices, and by the joint stock banks increasing their own reserves 
of gold to support the increased amount of their deposit liabilities, 
mainly the result of the fcxpansiijn in bank credit. A trade boom 
once started, however, i^lways oversteps the mark warrfintejJ fey.the 
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increased amount of gold within the country. Sooner 'or later 
there arises an excessive strain on credit, the Bank of England and 
the other banks' find their metallic reserves falling below what they 
customarily consider a safe percentage of their deposit .liabilities, 
and a rise in Bank Rate and in the rate of interest charged by 
other banks for loans becomes inevitable. The effect of the rise 
is to check further commercial (jevelopment on account of high 
interest charges for loans of bank credit. A period of depression 
then usually follows on account of over-stocked markets in 
proportion to available purchasing power. 

Should a trkJe boom commence m the Ihiited Km'gdoni as a 
consequence of receipt of large foreign orders, tlie first 'effects are 
higher wages and increased home demand ai a result of the higher 
wages and of the increased demand for materials. A boom in 
one trade always inVariakly causes activity in several other trades. 
A strain is, however, soon felt on the Bank of England gold reserve 
on account of an additional amount of gold being required for 
internr-l circulation and through the joint stock banks eiideavi.iiiiiig 
to maintain their customary percentage cash reserves. If the 
Bank of England obtains no additional'gold from abroad, the 
Bank Kate has to be raised, and ultimately an effective check is 
given to the Ixiom, to be followed by a period of depression. 
Though it may be said that an economic factor (foreign orders) 
started the boom, it is to be observed that tlu*'available quantity 
of reserve gold in the United Kingdom, and consequently of bank 
credit, finally determined the extent of the resultant trade activity. 

From what has already been said,'it is evident that two sots of 
influences ultimately determine the gejjeral level of jirices-—the 
first eccTnomic, the second monetary—the tjegree of infliieiice e.xerted 
bythe former being largely controlled bythe intensity of the latter. 
Economic influeifces cannot, in themselves, cause a prolonged and 
material increase in priced, as was e.xperienced during the recent 
war, unless accompanied by an increasing amount of available 
purchasing power, but an increased amount of available jiurchasing 
power can cause a higVer .average level of prices and also effect 
certain permanent alterations in ecorwmic conditions. 

Willingness to Purchase, an Important Factor. Though it 
has been laid down that economic a.nd monetary influences combined 
detarmipe tfle course of prices, it has not,-so fai been explained 
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why an iiKrease in the.amount of the available purchasing power 
of the public should, of itself, tend to raise commodity prices. 
The reason is as follows ; An increase in the propostion between 
available piychasing power and the supply of available goods and 
services operate* in raising prices through the almost universal 
desire fl) satisfy human wants, ,w'hether necessaries or not. Indi¬ 
viduals with increased purchasing power tend to increase their 
purchases until their wants, appetites, or desires are satisfied, and, 
m consequence, to force up prices through competition for available 
supplies. Manufacturers, producers, and traders with increaseii 
purchasing pflwer tend [o compete more severely withf one another 
{e.vcept in tsmes of falling prices caused by changing econormc 
conditions) for labour, «iaterials, and finished commodities, with 
the object of increasing their business^ profits. A very simple 
illusftation of prices being forced up by an etcp.insTon (d bank credit 
cait be given by imagining six woe# merchants to attend the same 
wool sale,^three o. the merchants operating with their own capital 
of, say, £50,000 eac':, and the other three with bank credit runiiing 
to, say, £250,000 each. It is obvious that if the wool is wanted for 
consumption the latter tlifte will force up prices to a higher level 
than if they were restricted in purchasing power to £50,000 each. 
The spinner, the manufacturer, and the merchant next come along 
in their turns to their banks for increased accommodation wth 
the plea that the incretised price of wool, yarn, and cloth necessitates 
greater credit for them to carry on their business. Finally, the 
consumer asks for increased wages or salaries. It is easy to see 
that £100,000 of bank credit applied to the purchase of raw material 
may give rise to a further demand for bank credit of £50,000 or 
£100,000 before the finished article reaches the ultimate consvfhrcr. 
This is one of the evils of inflation of available purchasing power. 

Not only a change in the aggregate amount of avaihfble purchasing 
power within a community, but also a clntnge in the flistribution 
of purchasing power, tends to cause variation in the intensity of 
demand, and^ therefore to affect the general level of prices, on 
account of indiYidual variation in willingness aiyl ability to purchase. 
Tlie recent war, and the grejt additional amount of available 
. purchasing powef created during its continuance, and up to March, 
1920, has caused an enormftus chaijge in the customary or pre-war 
distribution of the purch^ising powef of the communilV, pjit ci 
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which change will be more or less permanent for a considerable 
number of years. People with fixed incomes or salaries have 
necessarily ha{i to reduce their consumption of goods and services 
since the rise in prices. 

•T' ** 

From what has already been said it is obvious tlpat three factors 
really enter into the price of any article. First, the available 
supplies for sale ; second, the available purchasing power ; and 
third, the willingness of the public to e.xchango purchasing power 
for the article at a rate of e.xchange determined by the owner of 
tjie article and the costs of production. As was pointed out in 
the previous'.’hapter, willingness to purclu'se or spen>'. is always a 
psychological influence of great weight in .determining, the general 
level of prices. , 


■ Monetary Inflation Since 1914 

tr (, 

Monetary Inflation noay be defined as “ an increase m the 
aggregate of the elements constituting the immediate available'’ 
purchasing power of a-community not accompanied by a propor¬ 
tionate increase in the totaf supply of available goods and services 
continuously at the disposal of the Mommuiiity.” The term 
" monetary inflation ” (for short, inflation) has obviously a some¬ 
what different meaning from that given to the magnitude M in 
the’Equation of E.xchange already discussed. It has been repeatedly 
used by the Picss and various writers and■ speakers since 1915, 
when refeiring to the effect on prices of tlie great expansion in 
bank credit and in the Currency Note issue since that year. The 
meaning given to M in the Equation of Exchange was the average 
amount of available purchasing power in existence within a coin- 
muntty during a certain_^period, every unit of which had entered 
into at least one exchange for goods during the period. There 
being no availaiile data from which to calculate M or V (the velocity 
of circulatiiwi), either before or since the war, the effect of monetary 
influences on prices since 1914 will therefore be considered from 
the monetary inflation standpoint. To those reat^eis who do not 
‘clearly grasp the sigjiificance of the Equation of .Ivxcliaiige, the 
effect of monetary influences on prices, considered in a general 
sense, will more clearly bring out the enormous influence exerted 
by the unprecedented amount,of hank credit created since 1914 
qjiif the lisue of Currency Notes. 
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The immediately available purchasing power a community 
possesses under modern contlitions of credit is, as previously stated, 
the aggregate of its credit balances at its bankers, a»relatively small 
amount o^gold, silver, copper, and notes (whether issued by banks 
or the State) ki the hands of the public, unused bank credit, and 
unusffd commercial credit, hfo approximate estimate can at any 
time be given of the last two items. Unused bank credit refers to 
outstanding bank promisi's of advances to customers not included 
in the amount of commercial bank deposits (balances standing to 
credit of customers). In London, a customer of a bank may 
arrange foi*a loan of jf given amount to be creditecfto his account 
immediately or arrange a loan limit and instruct (he bank, from 
time to tinu‘, to plae<; sirecilied amounts to his credit under the 
limit. In the provinces, banks do not,credit their customers with 
piTimised advances, but agree to allow cRstomers tti overdiaw up 
1J) ceitain specified limits. The London jiiactice tends to increase 
the amount of ’-('dit balances (deposits) immediately on grant of 
loans, but tin' j ■ ivmcial practice o/ily tvhen promised lo»ns arc 
actually diawn upon by customers. 

The expression “ unusfd commercial credit ” refers to the further 
amount of credit tiaders are prepared to afford to one another, or 
shopkeepeis to their customers. This amount neccssaiily Yuries 
with the course of trade, prices, and atiiiosphere of confidence, 
and is not possible’of even rough estimation. 

Ignoring unused bank credit and unused commercial credit, the 
amount of available purchasing power m the hands of the public 
at 30th JiiiK', 1914, and at 31st December 1919, is ‘shown 
approximately by the table on the following page. 

The currency amount^ shown in tha table include gold,*silvcr, 
copper, and notes (whether issued*ljy banks nr the State) in the 
hands of the public, exclusive of cuirency lielet by the banks. 
They are the amounts (pioted (as estimales) by the Chairman (the 
Right Hon. R. McKenna) of the London Joint City and Midland 
Bank at Uie. Annual Meeting of Shareholders of that bank op 
29(h» January, 1920. . • 

Any estimate of the actuahamount of cuirency in public circula¬ 
tion at any tunc must necessarily be rough, because, tliough the 
Mint befoie the war wa5 able te state the amount of gold .coins 
issued and the amount,withdrawn each year, there are no means 

1 &-( 1723 ) 
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of ascertaining the amount of gold coins incited and used* for the 
arts and manufactures, or taken and, left abioad by travellers 
or other peopli* leaving this country. The amount of Bank of 
England notes m public circulation (exclusive of sucli notes in 
bank reserves) was also unknown, but could have bo-^n ascertained 
if the banks had published the total,amount of such notes in'-thoir 
possession 


AVAILABI.K PURCTTASING POWER OE PUni.IC 


(In Mu.uon I ’ b ) 

e, . ' < 


At 3(lth June, At 3lsl Dec , 
19t-l 1919 j 

Inffcase for 
Sj years 

Commorcial B.u'k De^^josits^ ■ I,07P 2,399 

Savings Bank Oviposits ^ f> 260 353 

Cumnty .... 128 393 

1,328 or 121% 
9,s or 37% 
2(15 or 207 

Total . . 1 1,459 3,147 

j 1,(1,88pi 116% 


Bank of England deposits are not inekided m the above table 
because, in the main, such deposits consist of balances of bankers 
and of othi'r financial institutions, the amount of which <annot 
be approximately estimated. Only a lelatively small part of 
the deposits of the Bank of England may lie said to represent 
available funds of the trading community. 

The foregoing table shows that the available purchasing power 
of the public increased by, rougWy, £1,688,000,000, or 116 per 
cent , during the period 1st July, 1914-31st December, 1910 ; 
Com;*ercial Bank deposits increasing, roughly, £1,328,000,000, or 
124 per cent.; Savings Bank cJcpo.sits, £9!>,000,000, or 37 per cent. ; 
and Currency (jay) £265,000,000, or 207 pel cent. 

From the„particulars that have been given, it is obvious that 


‘ ARgrcRatc amount of credit balances, whether on deixisit or current 
account bscs not include sums dcposileil with branches of foreign banks 
jn Lxmdon, or with Head Ofiiocs of haiik-s in London operating in the main, 
m foreign or Colonial ci^untnes, or with discount houses. *Siich aijiounts 
are not ascertainable. * 

Includes amount deposited m SuiipKimcntary Departments of 'trustee 
Sasings Itanks ’ ' , 

J A t-31st Decemtef, 1913, but the amount<at 30th June, 1914, would not 
ani^uitl iiicrfasD in Oimnicrcial Bank Dcrwsits 


^ - -anni 

ten years 1904-1913 was 


£30.000,000. 
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the gr^t increase ii» the total available purchasing power of the 
community during the six, years ending 31st Dece^nber, 1919, was 
mainly due to increase in bank deposits. The abnormal increase 
m bank,deposits during this period was mainly duo to bank 
subscriptions»to various forms of War Loans and to increased 
advinces to customers, partiviilarly from the date of the Armistice 
in the case of the latter. 

During the six years ending 31st December, 1919, banks increased 
their investments by £389,000,000 ; their discounts to the Govern¬ 
ment, to traders, and other people, by £208,000,000 ; and tbeir 
ordinary ;!dvanccs b^ £501,000,000, part of wliicfl latter amount 
rcpfcsentt'd advances to enable customers to subscribe to War 
Loans. No part of Hie net increase in commercial bank deposits 
since 1914 has been due to an exces^ deposit over^ withdiawal of 
legal tender by customers. On the contrtuy, tliercHias taken place 
^ince that year an excess withdrawal of legal tender, consequent 
on the, rise in wages and prices. 

In other chap' i rs of this book it isj pointed out that whe« banks 
subscribe to War Loans they, in net effect, contract with the 
Government (m return Lir interest bearing securities) to credit the 
amount of their subscriptions to customers, to whom payments arc 
due from the Government for goods and services supplied for the 
destructive purposes of war or for other purposes. The expansion 
of credit, tlirougli bank subscriptions to War Loans and other 
foims of Government boiTowings, enabled the Guvernmimt to lift 
large stocks of commodities from the inaiket After the Armistice, 
traders obtained considerably increased grants of credit fwin the 
banks on the plea that the higher prices of materials and finished 
goods necessitated larg;;r amounts of. credit to enable t!tem to 
conduct their businesses. Wlien traders obtain giants of credit 
from the banks, they, like the Government, an? in a position to 
lift materials and finished goods off the’ market. If is important 
to note that an expansion in bank crccht is not in itself an economic 
evil, for Ijpnk credit is absolutely essential to modern production. 
It k only When increased credit is ngt cecompanied or followed 
in the near future by incseased production (in quantity) that 
economic evil's arise. ^ 

When customers of binks obtam credit from banks in Older to 
subscribe to War Loacs, no great inflation of commodity paices 
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will be caused by this action, piovidcd such/;ustomers repay the 
borrowed credit at an early date by a ti,ansfer of ciedit from some 
other source. This transfer necessarily entails one or more other 
accounts with a credit balance being debited with the aijrount. 

Subscriptions by members of the public to WarfLoans out of 
their own cicdit balances at the b.'vnks do not cause monetary 
inflation, because, taking the banks as one unit, after Government 
disbursements of such subscriptions, in net effect, debits and 
credits arc created which cancel one another ; and therefijro the 
aggregate of banking deposits (customers’ credit balances) remains 
stationary, or diminishes if some of the if,turn cicdds pass to 
accounts with debit balances. • • 

The great expansion in bank credit during and since the war 
was facilitated by the great increase in bankers’ balances at the 
Bank of Englap.d, (fue to*various operations between the Govern¬ 
ment, the Bank of England, and the Joint Stock Banks, and th^ 
issue of Treasury Cunency Notes, a full explanation of v^hich is 
contained in the chaptet devoted to the banking position during 
the war. 

As has been prc\'ions!y pointed out, an iifcreasc m the jiroportion 
between the immediate available purchasing power and the supply 
of goods and sei vices at the disposal of a community operates m 
raising prices through the almost universal desire to satisfy hunmn 
wants, whether necessaries or not, or to increase business profits. 
Individuals with increased purchasing power tend to increase 
their purchases until their more urgent wants, apjietites, or elesircs 
are satisfied, and, in consequence,‘to force up pi ices through 
competition for available supplies. Manufacturers, producers, and 
trader^with increased putchasing power, tend to compete more 
severely with one another fo'f labour, materials, and finished 
commodities with the object of increasing their business profits. 
It is a self-e\ldent truth that the degree to which any person or 
institution may compete for any article must ultimately be 
governed by the purchasing power resources of that,person or 
institution. « , ■ « 

It cannot be asserted, as already, indicated, that commodity 
prices will iiccessarfly rise proportionately to any increase in the 
ratio between the purchasing power anif supply of goods at the 
disposal, oi a ci immunity. If tlic available supply of goods be 
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supposed not to var^ from week to week, there is every reason 
to believe that, over sucr,essivc equal periods of^ time, increases 
in purchasing power would not be accompanied l»y proportionate 
rises in tljc inrlex number of commodity prices. Probably, a curve 
plotted with purchasing power as abscissae and the index number 
of cdlnmodity prices as ordin^ites would show an increasing falling 
tendency as pui chasing power rose, for the wants and desires of 
some people would become more and more satisfied with every 
rise in their purchasing power. Taking a community as a whole, 
whatevei be the average tendency in the exiTcise of purchasing 
power at ’any giveq* moment, the average woi«d undoubtedly 
chaage in^der vaiying conditions and varying aggregates of pur¬ 
chasing power, and pfirtioularly m war time. The recent war has 
caused an I'liormons change in the distribution of the purchasing 
poVer of the community, pait of whicl» change Will be more or 
R'ss permanent for a long pi'iiod of years. In most banks there 
took place diirii g the war a gradual and large transfer of credit 
from di'posit to . nrrent accounts, obviolisly due to Govu«nment 
war disbursements mainly finding their w'ay to the credit of 
manufacturing and trading accounts—a tian^fereinc which was to 
be expected. 

Wliatever be the amounts of purchasing power exercised^ over 
a given .shoit period of time by the three main classes of a com¬ 
munity—the propeTtied classes (the rich), the middle classes, and 
the working classes—it would appear certain that over a period 
of years the amounts must necessarily change their proportion to 
one another, for the continuous struggle between capital and’labour 
is bound to cause a varying distribution of pmehasing power 
between the three namei^ broad divisioivs of the community^ 

Two vei y simple illustrations may be given to prove how very 
difficult it must always be to estimate the cftl'Ct of increased 
purchasing power on commodity priced. If severifl individuals 
be imagined to be each possessed of, say, £500 pui chasing power 
in the forni^^ofta deposit at some bank, and each to earn or be given, 
say, ^£200, experience of human nature proves that the proportion 
of the £200 each person will .spend in a given period of time will 
vary, even if pi Ices remained stationary ; and that with each succes¬ 
sive £200 the amount .spen't will vary even with the same individual. 
The second illustration is that it is known from experience, that if 
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certain individuals or sections of a community exercise increased 
purchasing pow.cr and force up prices by competition, other 
individuals or Sicctions of the same community, not possessing 
increased purchasing power, will voluntarily, or must of necessity, 
exercise less and less purchasing power—ineasured„in quantities 
of goods—as prices increase. , • 

Beai ing all the foregoing considerations in mind, it may, however, 
bo laid down as a general princ'ipic that any large amount of 
add' ional bank credit set in circulation will eventually and 
grq4ually spread itself by successive transfers over large sections 
of the commiimty, and will ultimately be absoibcd bythe rise in 
prices due to the increased demands it at. first create<l. \^en 
the additional credit is eventually wi(iely» diffused, the higher 
level of puces will tend to lemain—unless and until followed by 
incicased procUictio'n or .diminished consumption. Should loims 
gradually be reduced by the banks, whether outstanding on Govern* 
ment or civilian account, a fall in prices must eventually take 
place, jubjf'Ct to economic conditions showing little compensating 
variation. 

Monetary inflation is obviously not always the cause of an 
increase in commodity prices. An increase in the proportion 
between the available purchasing power and the goods at the 
disposal of a community may be due to stationarincss or a decrease 
in the former, but a greater proportionate dcclease m the supply 
of the latter. In this case, reduction in supplies of available goods 
would be the cause of increase in prices, and not monetary inflation. 
During the war both factors were ift operation, varying in degree 
of influence at different times. Another factor tending to make 
for hi^cr prices during thq war was the transference of purchasing 
power (in the form of War Loads), from persons who had no present 
intention of exelcising it, to the Government, who required the 
immediate command eif purchasing power. Such a transference 
would tend to express itself in an increase in the average velocity 
of circulation of available purchasing power. It i=i well known 
tfiat at the outbreak qf war the banks held a large amount,of a 
more or less fixed class of dc'posits, which the owners thereof 
permitted to leinain for years at a reasonable rate df interest, only 
occasionally making* additions tljercto of withdrawals therefrom. 
During, the* war the effect of'thc variouj War Loans was very 
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scvert’lji to deplete this class of di'posits, which, by transference to 
the Government, became active instead of poteiy;ial purchasing 
power. , 

If the supply of immediate available goods and services at the 
disposal of a^community diminishes for any reason, prices rise 
beca»se ceitain people arc willing to pay higher prices sooner 
than go without the goods and services to which they have become 
accustomed. Those who cannot afford to pay the higher prices 
have, perforce, to reduce their consumption. 

Again, when a number of peojile purchase a greater quantity 
than hithulo of any,article, lor no other reason^than that they 
ha^ a grc^iter desire fyr it, and not on account of being in possession 
of gredK'r purchasing power, any iC'Ultiiig rise in prices will 
obviously be due to the greater demand caused by change in 
dc'fciie, and not to monetary inflation.* ^ * 

• It IS not possible to slate exactly to what degree monetary 
" mflation 'u the United Kingdom caused, cluedly or indirectly, 
commoflit) 1 1 ices to rise during the pelio(l July, 1914-Maich, 1920. 
Probably from 60 to 70 per cent, of* the increase in prices dining 
such period was due totinonetary mflation, leaving from 30 to 40 
per cent, to be aceoiinted for by the many economic factors 
discussed at length in the previous chapter. Prom figincs already 
given, the available purchasing power of the public was shotvn to 
have increased diwing the pened 1st July, 1914-31st December, 
1919, by, unighly, 116 per cent. Dining the same period the 
index numbers of The Economist and The Statist, representing 
wholesale commodity pi ices, •ncre.ased 189 per cent, and 190 per 
cent, respectively, and the cost of living of working-class families, 
according to the Labour Gazette, increased 125 per cent:'^ Close 
agreenioiit between thi se’vai ions percentages was not to be expected, 
for foui mam nasoiis; (1) Pnit of the use m the cost of living 
or in commodity pnees has undoubtedly been du# to economic 
factors. (2) Theie is no accurate available index number repre¬ 
senting changes in the cost of living of the community as a whole, 
basjd on a.consumption standard. (3) Pait of the rise in prices 
was undoubtedly due to increased velocity of circulation of available 
purchasing pifwei. More or less doniiant deposits in banks were 
invested by their owners.in War Loans, and silch purchasing power 

acquired an active circulation after Qoveinment disburseSnents 

» . • 
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of proceeds of War Loans. Current account balances ip banks 
are turned over in the course of a year many more times than 
balances of aieounts customarily classified undei the heading 
" Deposits.” Iri its effect on prices, increased velocity of circula¬ 
tion of available pui chasing power is cquivah-nt to increase in the 
total amount thereof. This relationship is clearly proved Iv,' the 
Equation of E.xchaiige. Gcneial exllavagancc, as was expeiieiiced 
during and foi some tunc after fhe war, was also another factor 
that increased the velocity of circulation of available purchasing 
power. (4) \\4iatc\'cr agreement economic laws demand between 
various percentages in normal peiiods is not to be c^cpecfed in 
transition peiiods. Some of the elements'or magnitudes have 
greater momentum or " lag ” than others diiimg periods ul transi¬ 
tion, owing to various reasons. Psyi.hological influences have a 
greater effect on theiCoursc of prices when credit is rapidly expanding 
than when the amount of available purchasing power is faiily 
constant. Such influences tend to cause a further use in puce's 
for some months after ..further inflation has practically'ceased. 
And when credit is being contracted the reverse is the fiutli. 

During the year 1920 there was a fuithej incieasc in the amount 
of available purchasing power of between £170,000,000 and 
£180,000 000 (exact amount not ascertainable). Compaiing figures 
at Sfst December, 1920, with figures at 30th June, 1914, the 
available purchasing power increased about 128 per cent., The 
Economist index number 132 per cent.. The Statist index number 
155 per cent., and the cost of living of the working classes, according 
to the Labour Gazette, 165 per rent. . These percentages, it will be 
observed, arc in closer agreement than those already given for 
31st ij^cember, 1919. This was to be expected, for it is known 
that the velocity of circulatioiv was less Jit 31st December, 1920, 
than a year prcv;,ously, partly on account of the trade depression 
which set in cjpring the las,t six months of 1920 and partly because 
there was considerably less general extravagance, following growing 
unemployment. 

•It would appear that the best index of any greaf 'change in 
prices of goods and services, over short periods of a few yi-ars, 
would be variation in the amount of the currency in active circula¬ 
tion (exclusive of currency in bank reserves), subject to an allowance 
being tnadc kir any change in velocity of circulation, if both factors 
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could ti(; accurately ascertained. Tlie comparison slumld be made 
preferably over a short period of years, in order y eliminate, as 
far as possible, any serious error being introduced thrpugh increasing 
use being made of cheques as the form of settlement and material 
variation in pijpulation. 

Th» following questions having been repeatedly raised in the 
Press, by various wnteis and speakers since 1915, replies arc given 
to each below, notwithstanding* that such questions liave been 
answered in a general sense by what has already been written on 
the subject of prices in this and the previous chapter. ^ 

(1) Ilowiar is the rtse in prices since July, 1914^, due to (fl) the 
expgpsion ,of the currpney, and (6) expansion of credit ? 

In linearly stages outlie,war, economic factors, such as intensified 
demand for available supplies (the Government became a great 
consumer for war purposes) caused firicps to* rise/ The higher 
pices, the urgent necessity for the maximum production possible 
‘under wf conditions, and the scarcity of labour compelled 
cmployeFs * > grant requests for lugher wages. The greater costs 
of production and higher prices of necessary imports at a later 
stage compelled cniployeis and traders to seek additional credit at 
the banks. Part of the increased costs of pioduction and of the 
cost of goods generally was due to considerably increased profit 
margins being demanded by producers, manufactmers, and trailers. 
The larger profits, fendered possible by demand being m excess 
of supply, and rising prices, were an incentive to manufactureis 
and traders to seek further bank loans. When the Exchequer 
receipts—the proceeds of taxatwii and of War Loans—were ijisuffi- 
cient to meet war expenditure, the GiA-ernment obtained grants 
of credit from the Joint Stock Banks (in the foim of subscnj^ions 
by the banks to War Loans, Treasury bills, I'tc ) and Ways and 
Means Advances from the Bank of England. Th* points to note 
arc that ; (a) If the Government had been unable to»obtain loans 
fiom the banks, it would have been compelled to obtain further 
loans from tlip general public, and would have showit a greater 
deteijiiinatiott to resist demands for inerea^es in wages. In thiS 
event, there would have been less civilian demand foi commodities. 
(b) If manufacturers and traders had not been able to obtain 
further loans from the banks, thcic would have been a lesser 
demand for available su^iplies of materials and finished ^oods.^nd. 
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consequently, a lesser rise in prices. Furthermore, they would, 
perforce, have had to refuse further requests for higher wages, 
(c) If wages h,od been less, the civilian demand would have been 
reduced, and, consequently, there would have been a lesser rise 
in prices, (d) If the Government had not borrywed'' from the 
Bank of England, Joint Stock Bank balances at the G'ential 
Institution would have been less than they actually were and 
such banks, on account of dimihishing percentage cash reserves, 
would have been less willing to accede to requests for further 
loans. 

The issue o^ Currency Notes was a very minor direct cause of 
the rise in prices. The fiduciary part of the issue pivovideil the 
Government with an equivalent amount of .purchasing power, and 
increased Joint Stock Bank balances at the Bank of England. 
After the inif(al rise in prices due to economic causes the issut of 
such notes was essential in the absence of large imports of gold being 
devoted to currency requirements, or a considerably increased use 
being made of cheques for settlen'icnt of retail transactions. If the 
issue of Currency Notes had been restricted, the Joint Stock Banks 
would have been compelled to restrict kho e.xpansion of credit. 
The gi cater part of the issue of Curicney Notes were drawn and 
retained in circulation by higher wages being paid and continuously 
risin| prices, both of which were mainly dependent on an expansion 
in bank credit. Each successive increase in bank credit permitted 
higher wages to be paid, higher profits to be taken, and was, there¬ 
fore, a powerful influence in contributing to the prolonged rise in 
prices,. If there had been no increase m bank credit since 1914, 
there must have necessarily been a reduction in civilian consumption 
of copSmoditics. Prices would have tended to rise through economic 
influences, but a limit must have soon been reaclu'd when demand 
met supply at the higher price level. It may therefore be said 
that the major part of 4110 rise in prices since July, 1914, was 
indirectly due to the expansion in bank credit, that a fairly large 
part was ‘due to economic influences, but only,a very small 
part was directly due ^o the issue of Currency Notes, .thougli, such 
issue was a necessary accompaniment to the expansion in bank 
credit. 

(2) Is the expansion of credit the cause or the effect of the 
expulsion 6f the currency ? ' 
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From what has been^already said, it is obvious that the expansion 
of credit was the main indirect cause of the expansion oj the currency. 

(3) Was it possible in this and other countries t,o pri.vcnt the 
expansion of credit and currency ? 

The major jaart of the expansion of credit and currency 
was iftidoubtcdly preventablij or unnecessary if the various 
(loveinments of the belligerent nations had conscripted the 
factors of production for the petiod of the war on the same 
basis of remuneration as paid to the fij.hting forces; and 
also mtioduccd rompiilsoiy subscriptions to War Imans when 
voliintaiy Subscriptions fell short of the rcqi^ircd amount 
Sonji^parfc, possibly .about 33 per cent., of the expansion 
of credi^vas neccssaiiy op account of the increase in prices of 
essential imports for civilian consumption, unless there had been 
a cDmpeiisating reduced consumption' o^ commodifies. It may 
ahio be said that about 33 per cent of the actual increase in currency 
was neccs ary on account of rising prices due to unpreventable 
economic 11 ises under war conditions and the essential j^art of 
the increase in bank credit. The Governments of all the belligerent 
Powers neglected to observe the basic economic principle that war 
conditions demand reduced civilian consumption, in the absence 
of considerable expansion in production, preferring, instead, to 
choose the easier policy of unprecedented inflation, with alf the 
cumulative attendant evils to be reaped during many years alter 
the conclusion of peace. The recent war was essentially a contest 
between the mateiial resources of the various Powers engaged 
m it, as has been abundantly pfoved by its aftermath. If available 
jiuichasing power had not been greatly increased during the war, 
there must necessarily havetakenplacerediiccdcivilianconsun-jjiion, 
which war conditions demanded on economic grounds 

The table, on page 284, which appeared m a dioard of Trade 
return (Cmd. 734) issued in 1920, shows a cmuparisoi^of expansion 
in currency with rise in prices in various count lies since 1913. 

The eompayson is necessarily rough, and (herofore notlosc agrcc- 
men(» of pcfccntages was to be expectej, on account of thh 
impossibility of ascertaming^ the exacf amounts of currency in 
the hands of flic public and of measuring changes in velocity of 
circulation, and the want of yidex numbers calculated on a 
consumption basis, Stjll, the sonfewhat close agreement, ift the 
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case of some of the named countries, between the percentage 
increase in ri^tail prices of food and in currency is interesting. 
The cost of foodstuffs is, in reality, the basic cost of all materials 
and finished goods, if world-wide prices be considered in normal 
times. , 

t, 

COMPARISON OF EXP,\NSION IN CURRENCY WITH 
RISE OF PRICES IN CERTAIN COUNTRIES 


C — 

Currency of 
all kinds 
1913 -- 100 

Wholesale 

FrKf's 
1913 : 100 

Ketail Prices ^ 
of Food 
y914 - 100 

United States (M.irch, 1920 

177 

•-253 0 

196 

United Kingdom (March, 1920) 

250* 

321-8 

j 235 

Switzerland {D(,^cember, 1919). 

253 


237 

Denmark (Janiwiiy, '1920) < . 

255 


251* 

Japan (October, 1919) . . : 

274 

200 3 

c 

Sweden (March, 1920) . 

275 

354 0 

291 ‘ 

Netherlands (February, 1920) . 

290 


199 

Norway (February, 1920) « . 

r.o5 

— 

* 294 

Frances (February, 1920) 

400 

522 4 

Fans 297 

Italy (December, 1919) 

505 

452 6 

c 

252 

Evils 

OF Inflation 


The evils resulting from 

a policy of 

inflation 

are many and 


cumulative. Some of the more important are eiiunieratcd below. 


from which it will be observed that scveial do not disclose 
themselves until further inflation is checked— 

1. Inflation being the indirect cause of a great rise in prices, 
producers, manufacturers, traders, and letailers during the rise 
reap^arge profits at the exjrcnse of the consumer, for stocks, 
simply by the act of holding, arc continuously increasing in market 
money values. 

2. Social ctiscontent and labour troubles aiise jiartly through 
knowledge Uiat capital is receiving undue profits, and partly on 
account of the resultant rise in the cost of living. ‘ < 

t • 

* The fact that retail pnces*of food have n.scn less than general wholesale 

prices IS m part attnbutable to the control of prices by Goverijmeiits e.xtendmg, 
in certain ca.scs. to the maintenance of retail pnees below cost of production 
by means of subsidies." • 

• the case of the United Kingclofn, the circulation at the end of March, 
I92P, IS compared with the circulation at the outbreak of the war. 
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3. Demands arc natjirally then made by labour for inereased 
wages, with intermittent strikes to enforce such demands. With 
each increase in wages, there takes place a further rise in the cost 
of living, to be followed by new demands for increases in wages, 
and the usual vicious circle comes into operation. 

4 LSb( )iir becomes so imbinjd with the money rate of wages, 
and not the real purchasing power of same, that discontent and 
strikes invariably aiisc later when'thc inevitable reaction m prices 
occurs and the increased W'ages cannot be inaintamcd on economic 
gi ounds. , 

5. The fi.xfd income class arc compelled to sufter^a considerable 
icdiijtaim ii» the purchating power of their incomes , likewise those 
whose indues have n»t increased proportionately to the rise in 
the cost of living. The net effect offliftation to such classes is 
that*[iart of their incomes is taken from'tluim aiiTl dr^nbuted over 
tilt producing and tiading classes and labour, particulaily the 
former. E ’ccssive inflation invariably causes widespread changes 
in the distr.bation of the national income." ^ 

6 Aitificial prospeiity is created, which at all times is bad foi the 
coiniuuiuty. Extravaganct' among certain classes becomes rampant. 

7. Goveinmg authoiities have no option but to increase taxation 
and local rates, on account of the greater cost of maintaining public 
services and of mateiials. 

8. A very large part of the cost of the recent war to Great Britain 
was due to the policy of inflation adopted by the country. The 
enormous addition made to the National Debt during the war wall 
prove an increasing burden tit posterity as the home curvency 
appreciates in terms of goods and services. 

9. The rise in production costs, followiiig iiitlafion, weakeii^the 
competitive power of the country in foreign trade, unless inflation 
has taken place proportionately, or to a greater extent, in com¬ 
petitive countries. Great Britain being largely deiiemlent on her 
export trade frir the absorption of a great pait of her labour, and 
for the means i>f payment foi essential imports of foocEtuffs and 
raw iBateriahi, excessive inflation in her ci^se is ever a nationaF 
danger. Eor this reason it m^iy truly be said that Great Britain 

. should have be'en the last country to embark on a policy of 
inflation during the recenf war. .The slate of’production within 
the United Kingdom i^j obviously’closely connectetf with *1^0 
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volume of the export trade of the country, winch in its turn is 
largely depetdent on home costs ol production relative to such 
costs in other competitive countries. 

10. The effect of inflation on the body politic is similar, in some 

respects, to the effect of dings on an individual v'ho has acquired 
the pernicious habit ol taking diugs—further and increasing doses 
are found to be necessary to maintain reasonable contentment, but 
successive increases only make the collapse, when it eventuates 
.sooner or later, all the greater. Prices during 1915-1919 had 
gained such an upward momentum by continuous unprecedented 
monetaiy mflition, that, m a sense, at the end of 1419 they had 
anticipated further doses ol inflation. ^ 

11. One of the worst evils of inflation is.that it is impossible to 
check or reverse the process without causing grave social evils 
and widespr ead''iineiwployment. \Vlien eventually checked, a 
cumulative landslide in jinces is inevitable, to be later followed 
by undulations diminishing in degree until a level is establishocf 
in consonance with current ecoiioiiiic and financial coiufilions. 

12. Psychological influences dining a pc nod of rising iiiarkets 
force prices higliei than is warranted by the existing quantity of 
available jmrchasiiig power. Consequently, when inflation is 
checked, and notwithstanding theie is no immediate i eduction 
made in the then outstanding amount of available puichasiiig 
power, a reaction in prices is soon inevitable. The fall, however 
small to begin with, is immediately followed by many cumulative 
evils, quickly increasing in strength, and alt of which tend to make 
the initial fall develop into an avalanche. Stocks arc thrown on 
the markets, and the public, retailers, merchant houses, and iiianu- 
faoSorers cease making o.f reduce in quantity immediate purchases 
of finished goods or raw materials, as the case may bo. Attempts 
are made to cancel existing contracts. Credit becomes strained, 
and a large part becomes solidified m high-priced stocks and doubtful 
book debts. Commercial and financial difficulties become prevalent 
and, cwisequently, forced realizations. D cannot pay E because 
C cannot pay D. C, cannot pay D because B cannot pay C. B 
cannot pay C because A cannot pay B. A cannot pay B because 
there is a reduced public demand for high-priced goods, and there- . 
fore there is a general retardation in thdusual rate of flow of credit. 

At ‘this sthge unemployment increases. . 
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The po6t|)oncment of purchases of commodities by the consumer, 
and the pait solidification of bank and conmyircial credit, 
reflect themselves in a reduction of the average velocity of 
circulation^ of the total available puichasmg power of the 
community. , 

The*fact that a seveie fall iij puces has taken place since Apiil, 
1920, not preceded or accompanied by any mateiial i eduction in 
the total available purchasing pcTwer of the community, is clear 
proof of the impossibility of checking or reducing excessive inflation 
without causing great social and economic disoideis. If refcreiK^e 
be made to*the EquaUon of ICxchange (already disfiissed), it will 
be »(Jija^s«that the fall m prices since the above-named date must 
have beem accompamad by a material leduction m the average 
velocity of circulation of available purchasing power, for, up to 
thelime of writing, tiiere has been no’gieiit reduction m the out- 
sftndmg amount of bank credit nor of currency. The volume of 
commoditi s within the United Kingdom has, howiver, probably 
slightly mci' ised since Apiil, 1920, but iKTdata is availablj^ from 
which to make a compaiison. 

13. During a peiiod (»f leaction, following excessive inflation, 
raw mateiials fall m puce propoitionately more (han finished g.iods. 
Manufacturers natmally hesitate to make for stijck when conversion 
costs arc high and there is eve'ry probability of a material fall in 
such costs in the' netir future. They have always to bear in mind 
future competition from other manufacturers pioducmg at a later 
date at lower conversion costs. 

14. Wlieii a fall m pi ices coflimences after a pei lud of excessive 
inflation, it has to run its full course. The fall is obviously 
accelerated by rcdiicc'd jiurchasing power of the woikiiig c4iksscs 
consequent on woiking short time or glowing unemployment. 
Prices after a peiiod of great inflation usually fail below a level 
warranted by current econoniic conditions and costs o4 production. 
Eventually, however, a stage is reached when public demand 
exceeds supjilj; owing to leduction in prices and scarcity df available 
commodities*arising from diminished production. A reaction iii 
prices to a higher level is at^this stage inevitable, resulting in a 
minor trade ITooni. Thereafter, during the painful process of 
deflation there take place iTitermit^ent falls and i ises, but the general 
tendency in the level is^downwards" until deflation is iflore_or*lijss 
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complete, in the absence of economic influfnccs caiisii^g' scarcity 
conditions. , 

15. Inflatioif, it has been shown, is succeeded by periods of 
unemployment, which is an irretrievable waste of potent,lal energy. 
Such waste retards a raising of the standard of liviisg. Unemploy¬ 
ment IS at all tunes a waste of potential cnc'rgy which oiigiit, on 
economic grounds, to be absorbed in augmenting the factors of 
production. 

16. Duimg periods of widespread unemployment there is ever 

pcesent a danger of grave social disorders, destiuction of propeity, 
and conditions-’iordeiing on revolution. ' , ‘ 

17. Periods of falling prices, or the possibility of a'fab die 
near futuie, destroy confidence, which-is t'he basis of credit and 
industry. 

18. Excessive in'tlatior during 1915-1919 m the United Kingdom 
and in other countiics was the root cause of the great fmaiici,'il 
and commeicial difficulties and bad trade throughout the world 
during the greater part' of 1920 and 1921. A largo proportion of 
retailers, mei chants, and manufacturers adopted a waiting policy 
(in some cases unavoidable on account of financial difficulties) 
until high-priced stocks were absorbed by consumption before 
ordeiing or manufacturing any large quantity of new stocks. 
Tlie widespread disinclination shown by retailers and merchant 
houses to reduce prices of existing stocks to‘ a level justified by 
replacement cost considerably retarded the rate of consumption 
by the public. It has been a short-sighted policy, for whatever 
losses had to be temporarily facecl by retailers in selling below 
cost their high-priced stocks, they would soon have compensated 
themselves for such losses by a considcrjible greater turnover with 
new stocks purchased at lower replacement costs. Before the war 
it was generalljl' considered to be bad business for a trader to find 
himself left tVith unrealized stocks to face a new season and a lower 
range of prices. 

Probably no better illustration of reaping the infla,tion harvest 
can be given than thofollowing comment on the gen'eral eccx-iomic 
position, extracted from the March,, 1921, number of the Monthly 
Bulletin of Statistics issued by the Supreme Economic Council— 

TVe most fccent statistics availaljlc^alTord some indication of the seriousness 
of the mdustnal dejiression prevailing throughout*’ the •world. The pioduction 
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of such important commodities as coal, pig iron, crude steel and sugar are 
considerabljilxilow the quantities available in the year 1913- Shipbuilding is 
stagnant Imports and expitfts, measured by value, ‘■Aow a deelming 
tendency (Orders arc held bade in view of the present h|gh puces and in 
anticipation of material reductions in the near fulnie 'Ihe fall m freights 
and the d<Mjine in cargo off(Ting h.ive caused slnpowni'is to lay up many 
vessels. In most countries the amount of paper money in circulation has 
under^:^ne but little reduction IJneniploymont is senous in extent and m 
magnitude, and appe.irs to be incritising Wage reductions .ind the working 
of short-tunc are reilucing the purchasing ])ower of th(' pc'oplc in many 
countries • 

Tho rapid increase m niuiiiploynicnt siiire Si’ptcinber, 1920, is 
dcailv shown by tlio following table, the figures of wliicb have 
been extunaUd fioin t]ie Labour Gazette. The peicentages, it is 
to bi' no ted. lofei to nneniploycd ineinbers of tiade unions (mainly 
of hlrillefSwolkets) - 

9 • 

fliADK UNION UNl'MPLOYMliNi' PKRC'liNXAOF.S 


• • 



1913 

1916 

1917 1918 

1919 

1920 

1921. 

• 

End of— 

% 

%’ 

7" 

• O/ 

/O 

' 0/^ 

% , 

% 

Jann.irv • 

22 

0 6 

0 3 

0 

2 t 

2 9 

69 

Februarv .... 

20 

■ 9 

o.s 

0 3 

0 9 

2 8 

1 6 

8-5 

M.irch. 

o.s 

0 3 

I 2 

2 9 

1 1 

10 0 


1-7 

0 .i 

08 

0 9 

2 8 

09 

17 6‘ 

Mav 

1 9 

0 5 

0 4 

09 

' 2-1 

1 1 

22 2^ 

]une 

1 9 

0 5 

0 4 

0 7 

1-7 

1 2 

23 D 

July . ... 

1 9 

9 4 

0 4 

0 6 

: 20 

1-4 

*— 

August . . . ^ . 

2 0 

01 

0 5 

0 5 


16 

— 

SepltunbcT . 

2 3 

0 4 

13 

0 5 

1 6 

2 2 

— 

OclobcT 

<>.•> 

0-3 

11 

0 4 

2-6 

5 3> 


Novcrnl>cr .... 

2 0 

9 3 

1 1 

O.S 

2 9 

3 7 


December . 

26 

0 3 

• 


12 

3 2 

6 0 

;_ 

Other particulars fuinished by 

the Labour 

Gazette shoii^that 

2,171,288. or 17 8 per 

cent. 

jf the J2,2(10,OOt) 

workpeople insured 

undei the Unemployment Insurance Act 

won 

totally unemployed 


on 24th [line, 1921. In addition, on the same jjate, 832,340 
males and females were registeri'd as woiknig' .systematic short 
time to such an extent as to entitle them to benefit under thc.said 
Act or ttie*Qnt-ot-Woik Donation Scheme. The above figures, ft 
IS to be obseived, up to March, 1921, represent the state of 
uneinploymc'ntdietore the rec'ont coal stoppage, which rommenced 
on 31st March, 1921. and,terminated at the end of June. 

* Excluding co.il mmer.s^ 

19 -( 172 . 1 ) 
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Another indication of the almost world-wide trade depression, 
following excCjSsive inflation, is to be found in the condition of 
British shipping in April, 1921. In that month there was laid up 
in idleness over one-half of the overseas and coastwise tonnage of 
the United Kingdom, notwithstanding a reduction in freight rates 
of 70 to 80 per cent, since the early, months of 1920. 

One of the most unfortunate results of the great increase in 
unemployment, following the se rere fall in prices, is that it has 
confirmed a number of the rank and file of labour in their opinion, 
particulaily held during the boom period, that the less the output 
of each individual member, the less the extent of une.nploymcnt, 
and higher wages for all. To urge a policy.of inercased oir^pnf. at 
a time when there is a great amount of urpmpioyment' naturally 
appears to labour to cover some ulterior motive than benefit to 
themselves and the gcne^ral consumer. The most oppoitune time 
to convince labour of the error of the ca’ canny principle, as being 
of ultimate benefit to themselves, would appear to be when the 
greater part of presen* stocks of high-priced gei ds have been 
absorbed by consumption, and unemployment is steadily diminish¬ 
ing. Unfortunately, capital is not altog-'fher free from blame in 
adopting a policy of restricted production, or withholding of law 
materials from the market dining a period of rapidly falling prices, 
when the adoption of such a policy will minimize losses or increase 
future profits. 

Maximum output, without unduly impaiimg health, and an 
equitable distribution of the pn,ducts of indnstiy, is the ideal to 
be airned for by all classes, whether their labour be physical or 
mental. 



CHAPTER XII 

COMMODITY PRICES—TIII-Tr PROI5ABI.E FUTURE COURSE 

The previous two chapters were demoted to explaining the many and 
varied causes of the unprecedented rise m prices during August, 
1914-M.uxh, 1920, and the rapid, though partial, fall since Apr^I 
of last year tip to the tune of writing. For obviouj reasons, there 
is p.ji'\iJj’y*no nuitter that is more seriously, at the present time, 
engaging tile minds of the juuchasing public and of traders, and the 
s^tention of the Government, than that of falling prices, and the 
uncettamty as to how far the fall will go in* thejfuture. The 
purchasing public is naturally most interested in experiencing a 
rise m the ourchasmg power of the pound, as measured in quantities 
of goods all classes of producefs and traders arc more dhectly 
concerned about the extent of a further fall in prices on account 
of experiencing considerably lesser profits, m many cases having 
to face considerable los.scs through fall in values of stocks and had 
debts, and in the welfare of their workpeople when mills have to 
bo shut down for a tong period or run on short time, Until 
cquilibr.um is more* or less again established between demand 
and supply. 

The Government’s concern in a further and prolonged fall in 
prices is the serious problem \)l growing unemployment, giving 
rise possibly to grave social disturbances. Diminished receipts 
from Income Tax and other sources of revenue is comparat'^ely 
a small matter. • 

The present chapter will therefore be devoted* to considering 
various reasons for thinking that the bottom of the figll in general 
prices has not yet been reached, and that it will continue yet for 
some considcrcjilc time. The extent of the ultimate fall in prices, 
and tlic period of time over which it will take place, must necessarily 
bo a matter of individual opinion. The* writer of this‘ considers 
that general prides will continue to fall, vrith inteivcning stationary 
periods or relatively small* rises, when demand' temporarily meets 

‘ Mr. (A. H. Gibson. * 
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or exceeds supply, for a period of about five years. By tlie end of 
that time, hts thinks that the average level of wholesale prices 
will not be moec than 25 per cent, above the pre-war level of 1913. 

The reasons for thinking that the bottom of the fall in prices 
has not yet been reached and that the fall will continue for some 
considerable time, until an average level of prices is reached not 
materially higher than the pre-wat level, arc given below— 

(1) In a previous chapter it 'has been shown that the fall in 
j'rices, since April of last year, has been largely due to a rcvcisal 
or removal, in whole or m part, of the economic influences that 
contributed to flic rise that took place beti/een August, 1914, and 
April, 1920, accelerated by unexpected cancellations* of,,<»;’ers, 
following the revolt of the consumer against- high prices ?ind falling 
markets, and also reduced purchasing power of certain sections of 
the communit.y consequent on a large volume of unemployrtient. 
The checking of further inflation dm nig 1920, and the imposition 
of a high Bank Rate, had some iiiateiial influence m starting or 
accelerating the downward movement in prices. Since the war 
terminated, labour has returned from non-productive to pro¬ 
ductive industry. Further loans to Allies and Dominions have 
practically ceased, except for increase due to capitalization of 
interest on certain of the loans. There has been a considerable 
fall in the prices of raw materials, which must m time greatly 
reduce the costs of production of finished goods. Certain other 
costs have fallen, but others have risen. Turnover margins of 
gross profits have necessarily had to be reduced in falling markets. 
Psychological influences have operated strongly m the direction 
of a fall. The consumer has revolted at high prices, and has deferred 
purchases in view of falling markets. Tlip manufacturer, merchant, 
and retailer have, in many trades, ceased increasing stocks. 
Generally speaking, they have endeavoured to reduce stocks in 
view of falling markets. Some mills have been closed for want of 
orders and others are running short time. Increased taxation 
cannot be so completely passed on to the consumer in the prices of 
commodities during a_ period of falling prices as m-a per'pd of 
rising prices and keen demand for available stocks. There has 
been a considerable improvement in the despatch of goods, less 
congestion at docks and railwav.s, and'an increasing amount of 
mercantile Lonnago available Marine insurance rates have, fallen. 
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and there )}as been a^eat reduction in freight rates. / The prices of 
several important commodities imported from abroad have fallen, 
and all indications point to a fuither considerable reduction in the 
near future, particularly m foodstuffs. The foreign exchange 
rates, as a whblo, have become more favourable to the United 
Kingdom, though sterling stifl remains at a discount in a few 
countries, particularly in the Unjted States. Finally, there has 
taken place some resumption of the usual channels of international 
trade. It was obvious to all students of economic history that a 
fall in prices.would sot in some time during the year 1920, paf- 
ticularly in view of the decision of the Governmeflt, towards the 
clos'i? f7f*'.1^9, to endeavour to stop further monetary inflation. 
During the next few J'eart there will be a further considerable 
liquidation of the influences that contributed tq the.rise m prices 
and artificial prosperity between August, *1914, and April, 1920, 
ai*d though their complete removal will probably never be effected, 
yet there»ai e certain compensatiijg factors to take into account. 
Wages will Ci itainly fall as a consequence of unemployment* The 
extent of the fall will bo largely governed by the productivity of 
labour and costs of production in foreign countries. Labour leaders 
will later inevitably have to recognize the changed economic 
conditions. It is to be hoped that real wages will never be forced 
back to their pre-war level, particularly to the low rates ruling in 
certain industries, but there is every reason to believe that economic 
forces and foreign competition, by 1925-1927, will have forced a 
reduction in present rates of wages to 50 per cent, above pre-war 
rates. This increase can easily be maintained with greater’ pro¬ 
duction. Fortunately, several labour leaders are increasingly 
recognizing the benefits of increased pioduction to labour itself, 
and it is to be hoped that in the course of time they will be able 
to inculcate this great economic truth into the ranks of labour. 
Greater application of machinery and other aids to production can 
alone permit wage rates to remain at 50 per cent, above pre-war 
rates and tlm eftst of living not to be more than 25 per cent, abovu 
the pft-war level, assuming no change in flhe standard regimen. 
A general recognition by labmir ol the great distinction between 
real wages and money wa^es, and the usual vicious circle when a 
rise in money wages is not accompanied by propoitionatj increased 
production, would hastcn*the economic rehabilitation of the country 
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and eventually lead to a higher standard' of living ynd greater 
general contentment. 

All economic history piovcs that the cost of foodstuffs, for man 
and beast, regulates, directly or indirectly, the ultinnte cost of 
commodities in general consumption. It is the basic cost of almost 
everything, unless a commodity rises m puce on account of unusual 
scarcity. A considerable fall m the prices of foodstuffs has already 
taken place in Ameiica and certain othei countries, and a partial 
sympathetic fall m the prices of foodstuffs within the United 
Kingdom. A further fall is to be expected in the ^near future. 
Excellent harvests are reported in several 'countries. 

(2) If the war had not taken place, there is cvery^ ''SRilii to 
believe that there would have been A fall in commodity prices 
since 1914. As pointed out in a previous chapter, an influence of 
great importaiice, and likely to be of long duiation, had commenced 
to operate to reduce commodity jirices about a year before t^ie, 
commencement of the war. Tips influence was largely suspended 
or niihified by the indirect effects of hostilities, but it will assuredly 
make itself felt in the future. Owing to the eiioimoiis amounts of 
capital attracted during 1907-1913, m particiilai from the United 
Kingdom, to food and raw mateiial producing countiies, there 
muft have necessarily followed, under normal conditions of peace, 
a considerable inciease, for many years to come, in the world’s 
production of foodstuffs and raw materials. Consequently, a fall 
in commodity prices appeared to be inevitable sooner or later. 
Index numbers show that during the period 1875-1896 there took 
place a great and almost continuous fall m commodity prices, 
Sauerbeck’s index number for 1896 being 61 as against 102 for 
18^, which number was‘also the average figure for 1865-1874, the 
fall being mainly due to the rapid development dm ing the seventies 
and eighties of the young food and raw material producing countries. 
From 1897 ‘to 1913, with the exception of two breaks, there was 
a considerable rise in commodity prices, the index number for 
.1913 being 85, as against 61 for 1896. This natutal.risc in com¬ 
modity prices once rtior# attracted enormous sums of caftStal to 
the food and raw material producing countries. From the United 
Kingdom alone, over £1,000,000,000 were attracted into foreign 
anti Coloi\ial investments during 1907-1913, a period of but seven 
ybars,"one-half of which capital was dcvifted to nrodiictivc'railway 
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construction. That ihis newly invested capital w.^s not able to 
nuikc itself fully felt in not increased production during the war 
IS obvious, on account of scarcity of labour in many countries. 
In the ca'ic of the British Colonics, a scarcity of labour was felt 
during tile wai*, owing to the large number of Colonials who fought 
for the British Empire. ’ 

(3) One of the main reasons, h not the greatest, for thinking 
that there will be a fall m prices during the next few years to a 
level not materially higher than the level ruling just prior to the 
war, say during 1913, is a study of the course of prices after wars 
111 the ])ast. Great wars have ever been a po^eiful factor in 
rais'ing commodity prides, m the main obviously due to the feeding, 
clothing, and transpott ftf armies, and armament requirements, 
necessitating greater production at a time when large numbers of 
men are withdiawii from the ranks of •productivV industry for 
, h’ghting pill poses, and for perfornung sei vices accessory to fighting. 
Inset there . given a chart shoiying the com'se of wholesale com¬ 
modity prices as far baik as 1782 and up to 30th April, 1921, 
with nfeience^ to various wars and othei disturbing events, the 
bottom curve being plotted in continiiation of the top curve. 
Tiiese curves clearly prove that prior to the reci'iit war the greatest 
(hsturbing event to the coiusc of commodity prices ni the,past 
was the series of wars with France (Napoleonic), extending from 
1793 to 1815. These terrible wars finislied with the Battle of 
Waterloo, 18th June, 1815. From a study of the curve for the 
fifty years 1785-1835, there may bo chawn the following important 
points— 

Tiieie was a rapid though fluctuating rise m commodity prices 
during the Napoleonic ''Vais, the maximum point being re3fchod 
in 1809. During the next five yeais, England fought the French 
on Spanish territory, and for some reason cominodity prices fell 
during this period. In 1816, a year after the close of the Napoleonic 
Wars, prices on an average were almost normal, but there was a 
bad harvest for this year. Riots took place during 1816-1818, 
and^rrices rose again. They fell once pioA' after 1818, becoming 
normal during 1822-1824. The cheapness of money in 1824 led 
to inflation in 1825, to be followed in the same year by a seiious 
commercial and financial crisis. .Prices weie again normal djnring 
1828-4835. After 1826 the course of commodity prises was 
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affected by a large number of events and caus««, the most^jmportant 
of which are indicated by the letterpre^ss particulars on the chart. 
These particulrfrs show that wai has usually had some material 
effect on prices, and that the great and prolonged fal}, m prices 
during the seventies and eighties of the last cimtiwy was mainly 
due to the rapid development of young food and raw iiiateiial 
producing countries. It is worthy of note that piicis during 
1918, 1919 and 1920 reached a higher level than at any time during 
the Napoleonic Wars, and therefoie the question aiises; Will 
licit the present fall be all the nioie severe until a pew level is 
c'stabhshed thatv more or less, conforms to'.post-war conditions ? 
The pojnilation of the United Kingdom has nuleased'’siin^.e'the 
Battle of Waterloo by about 150 pci' cei.t , but the National 
Dc;bt about 900 per cent. 

(4) Another ''actor that wall incivitably force prices down m the 
future, and tend to keeji them down, will be the deflation later qf 
credit and curieiicy by the banks and the (fovernmeq[. This 
mlluen(;i; has hardly yc'*t commenced to operate, and there are 
obvious reasons, with rapidly falling markets, for postponing it 
and making its effect fi'lt later as slowly a4 possible It is sufficient 
for the time being to have checked further inflation. It is interest¬ 
ing to note, however, that a prolonged period of falling prices 
effer^s, of itself, part deflation of ciedit and currency,for a lower 
level of prices reduces the deiirand for bank cre'dit (.as me.asured by 
the aggregate amount), and impels a return of currency from 
internal circulation. Gradual liquidation of old book dibts (create'd 
dining, the period of high prices) will also reduce the dem.ind for 
bank credit All jiast e.xpcneiice has proved that a period of 
falling prices is followe(\ within a pegod of two years by a 
greater demand for high-class'investments. As soon as Govinn- 
incnt stocks apptoach their origin.al suliscription puces, the banks 
will proceed ta) sell a large part of the investments they aciiuiied 
during tlv war. This action will .accelerate deflation by reducing 
the available purchasing power of the community.,, With an 
mcreascil di maud for fiilt-edged investments the Govfrnmciit will 
take the opportunity to fund the grta^ir part of the Floating Debt, 
which IS evi r a potential danger to the money market. The effect 
of Government repayments of Wjiys antf Me.aiis Advances will be 
to pa^sy fufther reduction in fhe so-callc<,l cash balances «f the 
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Joint Stock Banks ajt the Bank ol England, but such reduction 
will proba\)ly be cinnpensa^cd for by a reduction in the amount of 
Joint Stock Bank advances to own customers (mainly due to 
falling commodity prices being followed by a lesser demand for 
bank creifit, particularly after present stocks have been absorbed 
by cc’nsiimptioii), and in the annount of investments at present held 
by the banks. Consequently, there is eveiy leason to believe 
the Joint Stork Banks will be abi*e aiiproximately to maintain their 
pre-war customary cash reserve percentage to liabilities during the 
period of falling prices. , 

Summing: up, the jTasons for thinking that cpinmodity prices 
in tlv' coilise of a few-years will not be inatiTially higher than the 
pre-war Ifvel (in the absunci' of any further great war, grave and 
prolonged social disturbances, cir a series of Ixwl harvests) are as 
follfiws— ‘ * 

* (1) The almost complete reversal or liquidation of the operating 
causes fo. the use tluring August, 1914-April, 1920, except the 
increased v.'.iges and inci eased taxation. Both wagi's and taxation 
will, however, fall in the course of time, though not to pre-war 
levels ; hut the mcreasc*remaining will probably be compensated 
for by unproved methods of production, and greater output per 
man, per hour. • 

(2) The fructification of the large amount of capital tha^ was 

attiacted to food alul raw material producing countries during the 
seven years 1907-1913, the influence of which was largely sus¬ 
pended or nullilied dining the recent war by the indirect effects 
of hostilities. * 

(3) The lesson of economic history. The rapid fall m prices 

to a normal level soon,after the termination of the Napokonic 
Wars. * 

(4) The gradual deflation of credit and cuiieiijy, part of which 
will be effected automatically as prices fall, and paiit later by the 
action of the Government and the banks. 

It IS an^iiW'resting question whether the average leVel of prices 
may,not, iiif the course of time, say, at tin; end of ten yeais, even 
fall below the immediate pre-war level. Any such probability is 
obviously closely connected with the future production of gold, 
the restoration of gold cAiTency^(or gold hacking of paper issues), 
and tl;e attitude of baijcs in the matter of again makiflg this*ni,ctal ^ 
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the main constituent of tlicir casli rescives.. From 1891 to 1909 
the production of gold rapidly and coiitinuously increased, from 
£27,000,000 m -1891 to £94,000,000 in 1909. During 1910-1916 
there was a stationary tendency in gold production, and since 1916 
a rapid decrease has been expeiienced, the value f,or 1920 being 
only about £70,000,000. Allowing for increase m population, the 
restoiation of the gold standard m various countiics in the course 
of ten years, and a gold basis for bank cn dit, will rccpiire an annual 
pu duclion of gold of at least £120,000,000. 

Deflation 

As brief reference has been made to the subject of deflation, end 
as the dcgiee to which it is effected will be atdeternuning influence 
of the ultimate level of prices, it will be advisable to consider the 
subject moie ii; detail. . 

Deflation, which is the converse of inflation, can obviously be 
effected by four mam processes, namely, reduction in the purchasing 
power of the comnumity, funding of the present floating debt by 
direct subscriptions from tlie public and not Irom the banks, 
further retrenchinent in public expeirditure, and intensified 
pi oductiori. 

The piuchasing power of the public can be reduced by the 
following methods— 

(a) By the banks experiencing or effecting 'a reduction in the 
amount of their outstanding loans, whether in the form of money 
at call or at short notice, bills discounted, oi the customary form 
of advances. Any reduction in the Aggregate of loans ran only be 
effected by a conesponding i eduction m the aggregate of deposits, 
takiijs the banks collectively. Cheques cjr awn on credit balances 
must necessarily be the form'of any consideiablc liquidation of 
bank loans of wliatcvcr nature. 

{b) By the .banks placing on the market pait of the investments 
they acquired during the war. Generally speaking, the jiurchasers 
will, in payment, give cheques drawn against credit balances and 
consequently the aggregate of deposits will tend to -be reduced. 
The same effect will tend to be produced when the banks do not 
take up new Treasury Bills to replace maturing rreasury Bills, 
or do not replace any other form of Government investment at 
date of redemption. In these two cases thryagent reducing deposits 
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Will be rustoiners’ ichequcs for taxation or foi some form of 
Government boi rowing from the public. 

(c) By the Government making repayment tb the Bank of 
Englancl ,of Ways and Means Advances, and also reducing the 
amount of oiistanding Treasury Bills by the proceeds of taxation 
or long-dated loans subscribca for by the geneial public. Taxation 
and subscriptions by the public to Government loans paid for by 
cheqnt's drawn on credit balances obviously reduce the aggregate 
of deposits, and eonscqnently the available purchasing power of 
the public.. The Government, by repayment or reduction of Wjiys 
and Means Advances' made by the Bank of England, necessarily 
reiiueos tlie balances "of the Joint Stock Banks at that bank, and 
consequently compel*, sooner or later, the banks to reduce their 
deposit liabilities to their customeis by the methods already 
enumeiated, unless sufficient reductioni has been effected auto- 

, .*natically by a lesser demand for credit consequent on a lower level 
of prices. Unfortunatedy, during the past two years, when the 
banks have allowed Treasury Bills,in their portfolios tt;,run off, 
and have not replaced lhen,t by new Treasury Bills, the Gqvernment 
has been compelled to phrtly meet the maturing bills by an increase 
in Ways and Means Advances. So long as the banks hold Treastliy 
Bills, they can always, by dinitting to replace them at maturity, 
increase their cash reserves temporarily at the Bank of England, 
or withdraw Cniiency Notes from that institution. 

(d) By the Government reducing gradually the fiduciary issue 
of Cm-rency Notes. As this action, failing a reduction in the 
amount of such notes outstanding, can only be effected by replace¬ 
ment of Government securities in the Currency Note Redemption 
Account by gold or Bank of England ,Notes covered by gold, the 
adoption of this policy will tend to maintain fairly high Bank 
Rates in the future, and indirectly, through the'fall in prices that 
usually takes place during the continuance of high rates for loans, 
cause a return of Currency Notes from circulation. High Bank 
Rates operate in several ways in the curtailment of credit. 

The moM important effect, however, 4hat a reduction in 'the 
fiduciary part of the issue, of Currency Notes will have on the 
banking position will be to tend to cause a reduction in the cash 
1 eserves of the Joint Stock Banlfs. To make this important matter 
deal* let it be assuinad that the Government, out of thij profeeds. 
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of taxation or loans direct from the public, substitutes, say, 
£50,000,000 of gold nr Bank of England Notes for Government 
securities at pre’sent standing to the credit of the Currency Note 
Redemption Account. The senes of transactions or book entries 
would then be as follows—- 

Customers of Joint Stock Banks di'hw cheques on their accounts 
for taxation payments or loans to (ioe-ernuK'nt for £50,000,000 

Customers’ accounts at Joint .Stotk Banks debited £50,000,000. 

Joint Stock Bank balances at Bank of England debited £50,000,000. 

Public deposits at Bank of England cri'dited £50,000,*X)0. 

Public deposits at Bank of England debited £50,000,000, bi'cause 
the Government oiders a transfer of such amount in gold or'Bahk 
of England Notes to credit of Current y Note Redemption Account, 
cancelling, per contra, the same amount of its own secuiitics. 

Net effect of aich tramfer to Bank of England and Joint Stock 
Banks— 

Bank of England loses £50,000,000 in gold oi in own notes, 
taken f?om its banking reserve. Other deposits reduced by 
£50,000,090. 

Joint -Stock Bank balances at Bank of England reduced by 
£5(4,000,000 and credit balances of iiistomers of Joint Stock Banks 
reduced by £50,000,000 (unless, and to the extent of, the taxation 
payments or loans to Goveinment are made out of further grants 
of credit to custonieis). 

To the extent that Currency Notes are paid into Joint Stock 
Banks by their own customers, their cash reserves will lend to 
be increased. The fall in retail ])rices and wages will cause a 
return of Currency Notes from public circulation to the Joint 
StockrBanks, who in their .turn will pay fii part or the whole of 
such returned notes to the Banic of England to the credit of their 
own balances thefeat. 

For reasons‘statcd above it is obvious that in the matter of 
having eventually to decide whether or not* to enforce deflation, 
the banks will not altogether be free agents. Tlieiv policy will 
necessarily have to be l*rgcly determined by the peicehlage their 
cash re.serves bear to their deposit liabilities. In reviewing in a 
previous chapter the banking position during the war, it was 
pointed out that the so-callcd cai.li reserves of the Joint Stock 
Banks had been, m a sense, artificially inci'cased during tin*’ war 
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by reitaiii credit op','rations hot ween the (iovernnieiit, the Bank 
of Englai'M. and the Join.t Stock Banks. The leversal of such 
operations under peace conditions will, by melt book entries, 
reduct' the cash basis on which rests the great increase in bank 
credit made djiring the war. Again, should the Joint Stock Banks 
anil ?it restoring a gold basia to their deposit liabilities, enforced 
deflation will be necessary for the fulfilint'iit of this object. The 
period within whit h a 7 jier cent, /^old reserve could be accumulated 
will obviously be di'pendeiit on the future production of gold and 
the comjM'tition for available supplies of the metal from other 
coimtiies, fioth of wlifth are indeterminable factiys at the present 
time. Whatever be l4ic amount of future imports of gold into the 
United Kingdom, tlnuojiejrilion of the e.xchaiiges will tc'iid to dram 
a laige jiroportion of it away to foreign coimtiies (should such 
coiflitnes want gold) unless jirotected’bynfairly’Tngli home interest 
^ ^tes 

The deg ee to which foiced monetary deflation will eventually 
hav(' to be .nide by the banks will also belargely dependejit on the 
attitiidi' pursued by labour in the matter of general ijiteneifittlT^ 
production Should thc^'e be a considerable increase m production 
(m quantity), a large part of the additional pnrchasnig po\?Pf 
created since 1914 could reiiiMii, and yet prices fall to a level not 
mateiially higher than that ruling prior to the war. ’ 

Since the fall nf jirices commenced in April, 1920, and up to 
the time of writing (May, 1921), it cannot be said that any not 
monetary deflation has taken place. On 30th April, 1921, in round 
figures, the floating debt amounted to £1,290,000,000 (Ways and 
Means Advances £190,000,1X10, and Treasuiy Bills £1,100,000,000) 
as against £1,297,000,000,(Ways and Meijns Advances £249,00^,000, 
and Tieasury Bills £1,048,000,000) on 1st May, 1920. Currency 
Notes (including Cerlificates) outstanding on *4th May, 1921, 
amounted to £338,000,000 as against £343,000,000«on 5th May, 
1920. Bank clejiosits increased £150,000,000 during 1920, but . 
sonic' redujtivn, ajipioxiinately £130,000,000, took place during the 
four.montlm Janiiaiy-Ajinl, 1921. 
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SECURITY PRICES 

In the three previous chapters the subject of Prices since the 
commencement of the recent war was considered in relation to 
commodities. The present chapter will be devoted to a brief 
renew of the movements that have taken place during the same 
perjod in the values of Stock Exchange securities. The values of 
such securities njay be considered from two standpoints: first, 
the market price of the parity amount of the stock or bend, or of 
the share ; second, the yield, per annurn, a^, the market price of 
the security. In the case of fixed interest-bearing securities, the 
yield obviously yaries pro,oorl.ionately but inversely to the marliet 
price. In the case of shares, whilst their market values tend to bo 
in rough sympathetic movement with the prices of fixed-interest 
bearing securities, such ■ values are naturally largely determined 
Ir/ kbp dividends previously declared thereon, and the probability 
of any change in the amount of dividend,in the near future. In 
iliis book it will not be possible to discuss the various changes 
made in the amount of dividends paid on shares since 1914, and, 
consetiuently, the subject of change in values of securities will be 
considered from the market price standpoint. 

The best and most reliable record of the course of the market 
values of general securities is that published monthly in the 
Banker/ Magazine. Changes in the market values of 387 repre¬ 
sentative securities (classified into various groups), with an aggregate 
nomifial amount (par value) of £3,424,586,000, have been calculated 
and published each month by this magazine since 21st January, 
1907. On that date the market values of these securities aggregated 
to £3,843,177,000. Previous to 1907 the valuation was made with 
a lesser number of securities. The table given on page 304 
shows the market values at 20th July, 1914 (just before the recent 
w4r), compared with those ruling on 20th December. 'l920, this 
latter date being chosen because it shows the lowest aggregate 
market value' recorded by the Bankers’ MagazhtC since 1907. 

• Since this chapter was written, and up to the time of going to press, a 
slightly lower aggregate market value o'f .^2,284,962,000 at l9th April, 1921, 
has Jaeen recorded by the Bankers' Magazine. « ' 
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The previous lowest,valuation amounted to £2,571,612,000 on 
18th April* 1918, during thj recent war. It will be observed from 
tlie table that between 20th July, 1914, and 20th December, 1920, 
there was a net fall in the aggregate market value of the 387 securities 
of £l,050,fe,qp0, or 31-2 per cent., and that the different groups 
show’widely different percentage variations. Only in American 
Railway Gold Bonds, Brewery Stocks, Insurance Shares, Shipping 
Shares, Telegraphs and Telephones, and miscellaneous Mining 
Shares, was there any appreciation. If, however, market values 
ruling in December, 1919 {when speculation was rampant), h?d 
been coiep.-ft-ed with Ijlose ruhng in July, 1914, t*vo of the other 
groups, natiK'ly, South* Afiican Mines and Commercial and Indus¬ 
trial ShaiTs, would dso .have shown a maikcd appreciation. 
Between 15th December, 1919, and 20th December, 1920, the 
aggit'gate market value of the 387 representative secuf itics decreased 
£914,707,000, largely on account of rapidly falling commodity 
prices, sevi ’'c trade depression, and forced realizations of securities. 
All the grom ; contributed to this depreciation with the exception 
of American Railways. Commercial Industrial Shares Icllr«46'9' 
per cent.. South African Mines 39 2 per cent, Iron, Coal and Steel 
Shares 33-7 per cent., and Shipping Shares 21-7 per cent. 

At all times during the period under review, market values of 
different groups of stocks or shares naturally showed widely different 
percentage variatioift. The fixed interest-bearing stocks, particu¬ 
larly those in I he gilt-cdgcd group, were, in the ni.ain, most affected 
by the issue of large War Loans at increasing rate^ of interest, 
which absorbed practically alP the funds which would otherwise 
have been available for investment in outstanding securities; and 
later, in 1920, by commeijrial difficulties .causing forced realizr#ion 
of investments. War requirements “for certain raw materi.als and 
finished goods, and shortage of transpoit, had material and 
varying effect on the market values of some classes of«shares. The 
speculative mania which set in after Peace was signed on 28th 
June, 1919^ aijd continued into the early months of 1^20, caused 
an entirely artificial rise in market values the shares of :i large 
number of companies. Textile shares, in particular, reached very 
inflated values’during this period, to be later followed by rapid 
depreciation after the coAimencepient of the fall in commodity 
prices ip April, 1920. Market value’s and percentage variationsjof 
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same, of each group of securities at yearly ini^ervals, taking values 
ruling on 20tli July, 1914, as 100, ate shown in tables oil the next 
two pages, which originally appeared in the Bankers’ Magazine for 
January, 1918, but with figures brought up to 17th Decernber, 1917. 
It is an exceedingly interesting analysis of the movements in Stock 
Exchange securities since July, 1914, separation being made between 
fixed interest-bearing stocks and the ordinary shares and securities 
of industrial undertakings. 


, Market Values (OOO's Omitted) of 387 Kepresentative 
Securities (Classified into Groups) at 20th July, 19'24, and at 
20tii December, 1920 


Nominal | 
Amount ' 
(Par V.Uuo)' 

tiKOl P 

•* r f 

! M.irkct 

Values 1 

Iinreasc or Decrease 

1 2mh July, 
1914 

20lh Uc , i 
1920 

Actual. 

Perctiitage 

i i 


i 

f. 

( ! 

* 

862,786 1 

9 llntisli md Indian Fun<ls 

(.•>0.355 

4.3.(,43.3 

- 256,922 ‘ 

-.37 2 ‘ 

52,2 SO 1 

7 Cririviratioii (U K ) Stock'^ 

45,812 

30,955 

- 14,857 ■ 

- 32 4 

82,850 ! 

11 Colnni.il <i<i'(TiuiK lit Stocks 

« 79,288 

64,754 

~ 14,.534 ’ 

- 18 3 

18,250, 

' 10 Corpnr.ition Stoiks (Coloiml and 

I Foreign) 

16,479 

10,580 

5,899 

-35 8 


' 31 Foingn (lovcrnmcnt Stni ks 

746,677 

364,411 

- 382,2f>h 

51 2 

310,750 

! Hnlish K.iit Ordinii) S(o<Ks 

' 269, .13 

159,255 

110,258 

40 9 

133,500 ' 

' 11 llntisli R.ul ricln nturc bto( ks 

)1(>,()<.6 

‘ 72,157 

- 43,909 

• 37 8 


J3 British Hail I’rcfcn na Stock*; 

128,168 

76,815 j 

- 51,333 

-40 1 

’ 26,0<X) ■ 

5 Indian Hailwiy Sto< ks 

25,366 

19,593 ! 

5,773 : 

-22 8 

88,4-10 ; 

9 K.ntvt.its in Biitish Fossrssinns 

83 (.86 

53,038 

- 30,648 1 

- 3n 

346,000 1 

17 Amcnian K.niw.iy Shins 

346,085 

316,141 

- 29,744 ■ 

-- 8 S 

178,000 1 

16 /Vincncan Kiilw.iy Bomls (fjold) 

167.425 

177,679 

+ 10,254 

-1- 61 

63,940 ' 

24 Forfign Railways 

' 58,645 

32,973 

- 25,672 I 

20,498 

-438 

29,338 : 

14 Bntisli Bank Shires 

182,650 

162,152 

-112 

10,175 ' 

9 Colonial iCmk Shires 

20,(.57 

16,201 

4,456 ! 

-21 6 

15,420 

13 Spini l-or..iKn Flank Shares 

34,958 

33,086 

1,872 

- 5.3 

15,900 

18 Brewery Stocks . 

20,040 

22.(H15 

lt- 1,965 

1 98 

9.0(K) 

i 4 Canals and IVxks « 

, 5,040 

5,041 

1-f- 1 ‘ 

t - 

36 701 

. 38 Commercial Indtislrul Shares 

81,662 

.54,488 

i - 27,174 1 

3.3 3 

3,180 

6 I leclric Lighting nul Powtr 

' 4,021 

2,745 

1 - 1,276 

- 31 7 

7,120 

11 Financial, I^nd and Investment 

21,537 

19,392 

i - 2,HS ' 

-10 0 

28,635 

5 Gas Stocks 

33,290 

20,039 

. - 13,251 ; 

-39 8 

5,.390 

21 Insurance- Shares 

i 40,606 

47,261 

:+ 6,655 ' 

J- 16 4 

ir)io 

8 Iron, Coal, and Steel Shares 

20,796 

13,722 

7 074 , 

-34 0 

7,200 

7 Shipping Shares 

, 14,546 

21.319 

,-r 6.773 ! 

-+ 46 6 

8,885 

4 Tek graphs anil Telephones 

10,542 

10,938 

! J 396 1 

4 38 

4 970 

7 Tramways ind Omnibus 

4 UalerwSrks 

.5,516 

4,491 

' 1,025 : 

- 18 6 

2.715 

2,854 

2 0'H 

! 826 ; 

28 9 

20,704 

15 South African Mines, ctu 

1 5-1,458 

11,675 

! - 13,783 ' 

' 24 8 

9,703 

6 Cof^ter Mm ng Shares 

! 41,208 

29.006 

1 -• 12,202 

1 -29 6 

3 424 

' 8 Miscellaneous Mining Shares 

1,763 

2,184 

1 1 421 

1 +23 9 

3,424,586 

387 Keprfsentitjvc Securities 

3,370,709 

2,319,777 

- 1 050 932 

-312 


In the table at the top of the next page there is shown the 
annual variation in the aggregate mkrket value of the 387 
representative securities since 18th December, 1913— 
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Ar.GRF.r.ATE Market Value of 387 Representative Securities 
(Accori^ng to Valu’ations made by " The Bankers’ Magazine ”) 
Nominal Amount {Par value), /3,424,586,0^00 


At 

• 

A/arAc/ P dins 

Annual Increase or Decrease. 


Amount 

PercontaBC. 

• 

Dccontlx-r 18, 1913 . . . 

i 

3,an .085,000 

£ 

- 185,765,000 

- 52 

July, 20, 1914 .... 

8.370,709.000 

- 


„ 30, 191 1‘ . . . . 

8.182.717.0008 


— 

January 20, 1915’ . 

8.114.tt27.000 

- 227,058,000 

- 6-8 

December 17, 1915 . 

2,907.281,000 

^ 206,746,000 

- 66 

.. 18. 1916 . . . 

2,758.849.000 

- 148,932,000 

- 51 

„ 17. 1917 . . . 

2.600,653,000 

- 1,57,696,000 

- 5.7 ^ 

17»M918 . . . 

2,801,089,000 

1 200,436,000 

■f 7 7 

15. 1919 . .. . 

2.634,484.000 

- 166,60»,000 

- 59 

, 2#. 1920 . ... 

2,319,777,000 

-314,707,000 

-119 

Julv 18, Ui21 . . . 

2.315.346.000 


— 


387 KI'PIUCSENTATIVIC Sl-CURITTl^S CI.ASSIFIl'.p INTO GROUPS. 

, Markft Vai.ues in Million 


• StOCKb ANU SlIMiFS 

• 

2(nh 

Julv 

1914. 

.toth 

Joly, 

1914 

20lh 
Ian . 
1915 

17tU* 
IX'C , 
1915 

18lh 
l>e , 
1916 

17lh • 

IXe 

1917. 

17th 
i). e., 
1918 

15th 
Dec , 
1919. 

20th 

Dec. 

1920. 

US R ulwa^ < lid J’-onds . 

1()7 

166 

, 166 

171 

170 

150 

154 

163 

178 

Colonial (lOvci eiit 

79 

79 

78 

75 

• 68 

68 

71 

68 

65 

U K CorjioratM.T 

Colonial and Fore ijjn Corporation 

4(> 

45 

44 

• 43 

34 

34 

37 

<63 

31 

lb 

16 

16 

14 

14 

14 

14 

IIj 

'' — 

British and Indian Oovornmeut 

690 

• t>-lb 

632 

580 

526 

520 

561 

•^j2 

^33 

British Railway Delxuiturc . 

■»h 

113 

113 

109 

87 

87 

90 

77 

72 

British Railway Prefc uncc 

128 

I2f 

123 

117 

92 

93 

95 

83 

77 

Fonign (.joveinrnc nt 

747 

(>99 

673 

571 

531 

530 

553 

449 

3tlw-" 

Fixed Interest Stocks 

1,989 

i,t«8 

1,845 

1,680 

1,522 

1,496 

1,575 

1,378 

1,231 

U S Railway Sliarcs 

316 

318 

326 

377 

378 

238 

279 

302 

♦ 316 

Colonial an<l Indian Rulwiys 

109 

102 

100 

99 

88 

83 

91 

85 

73 

British Railway Ordinary .• 

270 

2S6 

255 

216 

204 

195 

211 

193 

159 

FouiKii K always 

S9 

55 

50 

46 

41 


43 

43 

33 

® R nlwa>s . . . . 

784 

731 

731 

7;w 

711 

555 

624 

623 

581 

ShippiiiK . . . . 

15 

14 

14 

16 

20 

21 

24 

27 

21 

Insurance .... 

41 

m 

38 

33 

35 

41 

45 

57 

47 

Brcweiv 

20 

20 

16 

12 

12 

18 

21 

2l 

22 

Iflouraph and Telephone 

II 

10 

10 

10 

11 

12 

12 

12 

11 

Fin , Land and Interest 

22 

21 

20 

19 

20 

20 

21 

21 

19’ 

Hank 

2:t8 

230 

226 

204 

20t> 

211 

232 

228 

.212 

South Afnc.in Mines, etc. . 


4<> 

41 

M 

44 

44 

51 

69 

* 42 

Copper MminR 

41 

35 

08 

37 

48 

49 

49 

43 

29 

(.ofiiracrual .uid Industnal 

82 

77 

70 

60 

68 

72 

82 

92 

55 

Iron, Coal, and Steel 

• 21 

21 

21 

18 

■> > 


24 

21 

14 

(•as . . 

33 

32 

27 

22 

22 

T\ 

23 

21 

20 

Miscellaneous 

19 

19 

19 

■7 

U 

17 

. 

18 

16 


598 

564 

538 

489 

525 

549 

602 

633 

508 

Fixed Interest Storks 

Slocks mostly* wifti Variable 

1,989 

1,888 

1,845 

1,680 

1,522 

1,496 

l.S^S 

1 378 

1,231 

Dividends • . 

1 382 

1,295 

1,269 

1,227 

1,236 

1.104 

1,226 

1,256 

1,089 

387 Representative Securities 

3,371 1 3,183 

3,114 

2.'H)7 

*758 

2,600 

2,801 

2,634 

2,320 












' Thu IjMuloii Stock F.xch.inkc clos<(\ after business hours on 3()lh Juls’, 1914, and re-opcncU on 
4lh January, 191S f 

* Record fall in ton clays £197,992,000, or S‘6 oor cent. 

* I xcluclluK British Railway Debentmo and Prefc.#ence Stocks and US. Railmy BoDd^«(showo 
above in •lassiflcaUon " Fixed Inte-rst Stocks ”). 

20—(1723) 
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387 REPRESENTATIVE SECURITIES CLASSIFIED INTO 
GROUPS 


PfcRCENTAGE OF MaRKKT VALUES^ ON 20tH JuLY, 1914 



20ih 

’ 30th 

‘20lh 

17th 

18tb 

17th 

I7*h 

I5th 

20lh 

Stocks and '^hare'5 

Tulv. 

f'ly, 

Ian., 

Uoc 

Doc , 

Dec., 

Doff, 

Doc , 

Dfc . 


1‘H4 

1914 

1915 

1915. 

1910 

1917,. 

1918. 

1919. 

1920 

US Kailw.iy (iold llonds 

100 

O') 

O') 

102 

102 

iK) 

92 

97 

106 

Colonial (.ovt-rniiuat 

100 

90 

98 

os 

So 

8(5 

oO 

86 

82 

UK torporitioii 

100 

08 , 

90 

94 

74 

74 

80 

73 

68 

Colonial anti KorpiRn Corporaticms 

lOO 

98 

97 

85 

82 

82 

85 

HI 

64 

Pi’fish and Iiidiin riDCprinnt at 

100 

91 

92 

84 

76 

75 

81 

71 

63 

Bf* sh Railw ly l>«;lK>iitiirR 

100 

97 

97 

94 

75 

75 

78 

6<> 

62 

Bntish K iilway I’n ftreiicc 

H«) 

97 

9(> 

91 

72 

73 

74 

05 

60 

Ffrtign (lovcrnmcnl 

100 

94 

90 

77 

71 

71 

74 

60 

49 

Fixed Iiittrrst Stocks f 

1(H) 

9S 

yt 

85 


75 

79 

69 

62 

U S Riilwav Shires 

100 


94 

109 

109 

(>9 

81 c 

87 

91 

Colonial and Indian Railwa>s 

100 

9) 

92 

9’ 

HI 

70 

83 

78 

07 

Bntish Railway Ordinary 

100 

9t 

04 

80 

70 

72 

78 

71 

59 

Forc'igii K.iilwajs 

100 

94 

85 

79 

70 

(>6 

74 

74 

56 

^Railways i 

4 100 

93 

93 

94 

91 

71 

79 

79 

’’ 74 

Shipping 

1(H) 

93 

99 

109 

135 

147 

166 

188 

147'' 

Insurance 

1O0 

90 

94 

81 

8)> 

KH) 

109 

141 

116 

Bn wery 

KH) 

99 

. 80 

('1 

(>2 

88 

102 

*117 

no 

Toli'giaph and Td* phone 

1(H) 

99 

98 

95 

104 

109 

114 

118 

104 

Fill , L'lni, and Invcstnitnl 

DK) 

' 97 

93 

89 

93 

95 

98 

98 

90 


100 

97 

95 

88 

87 

89 

98 

96 

89 

South Ainca'.i Minos, etc. 

KH) 

82 

74 

« 74 

79 

80 

92 

124 

75 

Copper Mining 

KH) 

Hi 

88 

91‘ 

117 

119 

120 

103 

70 

Commorcial and Indiislnal 

K)0 

94 

8(> 

74 

81 

88 

KH) 

113 

67 

lion, Coal, and Steel 

KH) 

KH) 

103 

87 

105 

112 

113 

99 

60 

(iis 

KH) 

97 

81 

05 

(i5 

64 

70 

03 

60 

Miscellaneous 

10) 

97 

97' 


85 

90 

96 

96 

86 

f 

KH) 

94 

90 

82 

KH 

92 

101 

100 

85 

Fixo'l Interest Stocks , 

Stocks mostly wMli t'.iriaMo 

100 

95 

■r. 

85 

77 

75 

79 

09 

62 

Uivid* lids 

lO) 

94 

92 

89 

90 

80 

89 

90 

79 

387 Representative Secunlios . 

100 

95 

93 

86 

82 

"tT 

83 

78 

69 


Ic connection with the, above table, it has to be borne in mind 
tiiat prices of securities <lurin(* the year 1915 and the first half of 
1916 were largely nominal, owing to the fixing and re-fixing during 
that period of official minima below whirh business was forbidden 
to be done Protective mimniiim prices were not removed from 
all Stock lixchangc securities until the beginning of July, 1916. 
(5nly from this month,can it be said that prices truly represented 
market conditions. What'prices wopld have been on 20th January, 
1915 (sixteen days after the re-opemng of the Stock Exchange), 

1 Excluding Bntish Railway Dclx^nturc and Preference Stocks and U.S. 
Railvfray Bonds (shown above in classification "fFixed Interest Stocks *') 
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under unrestricted market conditions it is not possible to form 
oven a rou^h estimate. Njr is it possible to indicate the depre¬ 
ciation that would have taken place during Aug^ist-December, 
of the year 1914, if the Stock Exchange liad not been closed from 
31st July of tl^it year. The fall of £188,000,000 in market value 
dining the ten days 21st-30lh July clearly indicates that a veritable 
lichicle in juices must have occurred if the Stock Exchange had 
remained open. During these tcli days an avalanche of selling 
ordi'is were reciuved from the Continent. 

.'Vfter the artificial minimum prices were entirely removed 
July, 1916, Viarket vajtics (with the exception of small increase 
of (:.s,314,(»0 f( ir the month ending 19th August) continued to fall 
monthly iifitil February*, 11117. On the 19th of that month, market 
values aggregated to £2,652,388,000. The next livi' months there 
took* place some ajipreciation, £2,720,991,1)00 lieing reached on 
2Wh July, 1917 Tlu'i'eafter the tendency in values was down¬ 
wards un d 18th Ajiril, 1918, on which date the aggregate was 
£2,571,61*2, ")(). Rapid apprcciafioii set ih from May o^ 1918, 
when it became increasingly evidmit that Germany woul^°t: .w8! ' lj r~* 
be suing for an armisticf, the aggregate market value leaching 
£2,822,498,000 on 19th November, of that year. During ISKIi” 
and 1920, the general tiuidency was downwards, the lowest record 
£2,:tl9,777,000, being reached on 20th Decmiber of the latter y^ar. 
I’lKi's dining die eaily months of the former yeai were adversely 
alfei ted by the dragging chaiacter of the Feaci' negotiations at 
Fans, The actual signing of Feace, on 28th June, 1919, jirodiiced 
juactically no effect on the ag(fregate market values of securities, 
£2,727,906,000 being the amount on 18th June, and £2,731,227,000 
on 18tli July. Dining September, lOlO-F'ebruary, 1920, ma-iket 
values .IS a whole were fairly well inAintamed, but the fall in com¬ 
modity jinces from April, 1920, increasing tiade depression, and 
commercial difhcnlties, led to considerable h(iuida1ion«of securities 
later m the y ar. Some considerable appirelation m market values 
of outstanding, securities duiing the six months Scptem*ber, 1919- 
Marclj, 1920,* would doubtless have taken ji^ace in the absence o! 
the flood of new issues of every kind afld description during this 
period. * 

To what extent, if any,* there would have been depreciation in 
market,values of secunijes if the \i^ar had not taken filace, ft Js 
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obviously not possible to state. Prior to the war, depreciation had 
been almost continuous for many years, the net fall in th e aggregate 
market value of the 387 representative securities for the seven 
years 21st January, 1907-20th January, 1914, being £453,699,000. 
h'or the seven years 20th January, 1914-19th January, 1921, 
covering the war period, the net fall was £1,053,285,000. ’"These 
figures, however, it has to be borne in mind, do not show the relative 
severity of the depreciation over the two seven-year periods, for 
ot)viously the less the market price of a security, the greater the 
percentage fall represented by a point. For example, a fall of one 
point in a stock at a market jince of 50 is equivalent to a fall of 
two points when the price is 100. The faO during the.first seven- 
year period was equivalent to 11-8 per cent, pf the aggregate market 
value at 21st January, 1907, namely, £3,843,177,000, but that 
during the secoTKT.^evcn-yeal period to 3M per cent, of the aggregate 
market value at 20th January, 1914, namely, £3,389,478,000. 

One good reason for thinking that there would have been no net 
depreciation in the aggregate market value of securities during the 
*aiieri^cars 1914-1920, in fact, some appreciation, is explained in 
the next chapter, when referring to' th'' interesting relationship 
‘fcetween the yield of fixed interest-bearing securities and the cost 
of living. The various amounts that have been quoted as repre¬ 
senting at different dates the aggregate market value of the 387 
securities entering into the monthly valuation made by the Bankers' 
Magazine do noc, of course, include War Loans and other issues 
since 1907, except that this Magazine made allowance for some 
£200,000,000 of Consols converted into the 4| per cent. War Loan 
issued in 1915. 



CHAPTER XIV 

SECUHIT'Jf pricks: their prodahi.e future course 

• 

Having considered in the last chapter the course of security prices 
since 1914, and reviewed the vanous influences that gave rise to 
the great net depreciation in market values since that year, we 
will, 111 the present chapter, consider the probable course of high- 
class securi4y pi ices during the next ten or lifteen years, Witii 
this object, in view, ft will be necessary to consider at length 
the basic iactor detcrniining niaiket values of Government and 
other first-class stocks- namely, the cost of living. Reasons will 
be advanced for predicting a great appreciatioR duiing the next 
fejy years in all first-class sccuntie-, bearing a fixed rate of interest, 
•following ‘ he fall m commodity prices, and for stating that financial 
conditioift will, sooner than inost'peojile expeif, be favouiable for 
the Government funding the gieatei* jiart of the jiresent Jap'c_. 
floating debt. It is to bi^ ndted, however, that these opnTnins are 
expiessed subject to the absence during the peiiod considered »t— 
any further great war, grave,and prolonged social disturbances, 
or a series of bad harvests. All these three factors^iave a wtry 
matciial influence op the cost of living, and, consequently, as is 
fully cxplaincirm this chapter, on the course of first-class security 
values. 

Reference will be made to tWi great fall in the market value of 
Consols during the Napoleonic Wars, and the rapid ajipreciation 
after these wars terminated, and at a time when the National Debt 
and taxation appeared to the community to be an intolerable 
burden. As financial conditions reflect ecoiioim^ conditions, a 
few remarks will also be made m relation to the effect of heavy 
taxation on the latter. A fall in yield of first-class stocks 
will prove an excellent index of improvement in* economic 
conditions. *, * 

The law or relationship existing between*the cost of living and 
investment values may be st’ated as follows— 

Tlie course of the market prices of high-class fixed interest,- 
bearing stocks is niaigly indirect^ determined by fhe fo^ pi 
309 
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living, a fall in the latter being usually accompanied or followed 
by a rise in the former, and conversely. c 

As the yield of fixed interest-beai mg stocks at market prices 
obviously varies inversely to such prices, the above stated 
relationship may be alternately e\])ressed in the fidlowing f^irm — 

The yield of high-class fixed interest-bearing stoiks at maikel 
prices is mainly indirectly dutermmed by the cost of living, a 
fall in the latter being usually accompanied or followed by a 
fall in the former, and a rise m the latter by a rise in the former. 

< 

Owing to the .mterdepeiideiit connection existing bet Veen marki't 
values of different stocks bearing fixed rates of mteri'st in the 
gilt-edged group, it will be suificieiit, m ordo-’- to piove the relation¬ 
ship existing between market values of high-class investmeiits 
and the cost f-TTivmg, / imply to compare the coiurse of the’yield 
of Consols at market prices over a long period of years m the pad 
with the couise of commodity jiriies over the same period. For 
experience proves that'if the price of Consols declines many jioiiits, 
"Vi li’T interest-bearing stocks gem rally jiroportionally do 

likewise; similarly, if they use, though nregular movements of 
~ypomt or two do occur at times This interdependence of market 
vidues is particularly true over a long’period of yc.ars. Foi instance, 
cortlparing the mean of the higlie.t and lowest jirices for the year 
1920 with that for the year 1907, Consols fell’ 43 per cent., l.ocal 
Loans 3 per cent, stock and India 3.^ per cent, stoik each fell 
44 per cent., and eleven Ifiitish railway debenture stocks (taken 
as a.whole), and thirteen British rWilway preference stoiks (taken 
as a whole) each fell 45 per cent. 

Inset there is shown a chart, the ciiives of winch, based on 
averages for each year, rcpresint the course of the yield of (.onsols 
at market prices and the course of wholesale commodity prices 
since the ye,ar 1820, the curve for the latter being based on the 
index number compiled by hh. Saueibeck foi the jieriod 1820-1912, 
and by The Statist (in continuation) since 1913. (F,or figures from 
which the curves are plotted, see table at end of cha]>ter.) \yhole- 
sale commodity prices havt necessarily to be taken as representative 
of the cost of living, for the pnriioses of this chaptel, in the absence 
of an available and reliable index number based on a consumption 
staifdard. 'The difficulties in' compiling,such an index (lumber 
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o 

have always been considered insurmountable, for reasons explained 
in a previous chapter. Very little value ran be attached to the 
index number of the cost of living published monthly in the Labour 
Gazette, for it only applies to working-class household expenditure ; 
and even In this restricted capacity rests on a very rough basis. 
It wfll be observed from the. chart that, generally speaking, the 
curve representing the course of the yield of Consols and the curve 
representing the course of comni(,<lity iinccs, generally either both 
rise together or fall together, a lead of any change in direction 
usually being given one year in advance by commodity prices. 
For the fe\f’periods or-years m winch there was mit a sympathetic 
movement* between the curves, an explanation can be given lor 
such disagreement. 'I^ie pse m the yield of Consols for the years 
1830 and 1831 was due to a Revolution in Fraiiie in 1830 and the 
intrsduction of the Refoim Bill into tli^' Eiig^ish^ Parliament in 
1431, which caused considerable political disturbances, though it 
passed b Uh Houses the following year. Both thi'se important 
factors n;v,.rally severely deine^sed the puce of Consols. The 
introduction of the Reform Bill caused many of the ritlier daises 
in this country to send Uiei* money to Amei ica and Uenmaik lor 
investment. Anothei period of marked disagieemeiit between the- 
two curves was experienced.during the thri'e years 1871-1873. 
This lack of sympathetic niovenient was due to the*fact that* the 
Franco-Germ^r War, which commenced in July, 1870, and ter¬ 
minated in May, 1871, induced the wealthy classes* on the Continent 
to send their money to England lor safe investment. This abnormal 
inflow of foreign money seeking investment prevented the. price 
of Consols falling (and, consequently, the yield rising) with the 
increase in the cost of living during this permit. A minor diverg^mce 
between the curves is shown for tl*e year 1880, commodity prices 
rising this year instead of continuing to fall in, sympathy with 
the gradual fall in the yield of Consols. Buring thejrrevious year 
there was experienced the worst harvest of the century, and to 
this cause is^to be attributed the temporary rise in •commodity 
prices during the following year. Some slight divergence between 
the curves is also shown for the yeafs 1^9, 1903, 1904, 1905, 
following the reduction in tlic rate of interest on Consols from 
3 to 2| per cent, from 5th April, 1889, and from 2| per cent, to 
2| pe^ cent, from 5th .^pril, 1905, tirraiiged for in th» Convsrsion 
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Scheme of 1888. Though these reductions had been previously 
largely discounted by the market in the price' of Consols^_ yet some 
slight liquidatiun was left to be effected after 1889 and 1903, and 
the yield therefore continued to fall at a time when the commodity 
price curve would have warranted no change or a slight»rise. All 
the causes that have been named to qccount for certain divergences 
between the courses of the two curves were, however, transient in 
effect, and simply partly hid, foy short periods, the full influence 
being excited on the yield or price of Consols by the course of 
commodity prices. 

'Another feature about the two ciiives. that calls for some 
comment is the'increasing width between Jtlicm for period 
1881-1887. To explain the reason for this widening .tendency, 
it will be necessary to consider briefly the couise of the price of 
Consols during this period, The chait shows that dining, the 
period 1875-l8k) there fook place a piolonged fall in conimodit,v 
prices (with an occasional ujiward temporary tendency), which’ 
fall was mainly due to,the lapid'development of the young food 
and ra\V material producing' countiies during the seventies and 
eighties cfl the last century. The degree pi the fall was such that 
.thg price of Consols reached par by the year 1880, the highest and 
lowest puces for this year bung IQOJ and 973. Thereafter the 
pric^ was retarded from rising much above par, and the yield 
proportionally falling, in sympathy with the, continuing fall m 
commodity prices, through fear felt by the market of the Govern¬ 
ment exercising its standing option to redeem them at par on 
giving twelve months’ notice to jthc holders. This fear later 
provecl to be well-founded, for, in 1888, the Government offered 
holders of Consols,^ and of the other two Three Per Cents, then 
out *tanding, in exchange* for .their holdings a new stock bearing 
2J per cent, interest from 5th April, 1889, until 5th April, 1903, 
then per cent, until 5th April, 1923, after which date the 
Government reserved the option to redeem the new stock at par. 
This convulsion scliunc of 1888, which involved stocks aggregating 
ta £557,992,508 (Consolidated Three Per Cents., ‘£52.2,681,032; 
Reduced Tliree Per Ceiiti.., £68,912,433; and New Three Per 

' The word “ Consols " originally came into market uSe through being 
applied, for the sake of brevity, to a consohdaVon in 1752 of several stocks, 
all beanng 3 per cent, interest. This rate remained unchanged until 5th 
April# 1889. 4 • ' 
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Cwits', £166,399,043), proved a great success, very few holders 
electing ty be paid off at par. 

After the Conveisioii of*1888 had been effected,'the two curves 
of the chart show close sympathetic fluctuations up to 1914. 

The coAtinnous fall that had taken place in the yield of high- 
class* stocks (filling several yi'ais prior to 1888, which in reality 
was due to falling coiimiodity prices, ec^dcnlly led Mr. Goschen 
eironeously to believe that there«would be no inatenal i (action in 
the future under peace conditions, for in his speech to Parliament 
on 9lh March, 1888, in support of the proposed conversion, Jie 
stated ; "»Fhe investiffs in almost every kind of security had had 
to accept,the fact that the rate of interest was falling, and must 
now be c»nteiit wilh a snialler income fi um their capital than they 
had enjoyed before. They had had to bow to tju' inexorable logic 
of fiicts, and if now the Governineiit jnojijsed tfi reiluce the income 
(jf the holders of Government secunties, they weie simply givmg 
effect to natiiial causes which had operated on every other kind 
oi secm4t " The jirolonged fall m comiuodity prices during the 
('ighties of tile last ci'iitury was a good thing for the taxjTayers of 
this Country, m that it pejaiirttcd of the successful conversfon scheme 
of 1888, but if later jiiovcd very costly m the long run to peiniaiwnt 
holders of Consols and subsi.‘(juent purcliaseis, when commodity 
juices again commenced to rise after 1897 

Another influon(;e that slightly affected the price of Consols 
during the eighties and nineties of the last ceiftuiy, though the 
effect was transient, was large jmrehases by the Government, on 
Savings Bank Account, of Consols and the other Three Per-Cents, 
of the State then on the market. During 1881-1889 the Goverii- 
nii'iit increased its holdings of Consols and the other Three^Per 
Cents, on Savings Bank Account b'j about £81,500,000, and during 
the jienod 1894-1898 its holdings of Consols lor yie same purpose 
by about £58,000,000. 

Apart from the period 1881-1887, the chart also shows that no 
fixed difference has been maintained between the emwes for any 
other lonj!f .jH-riod, though an approximate fixed difference hus 
occasionally continued for several yeari. fl, however, commodity 
price index numbers weie accuiatcly repieseiitative of the cost of 
living, there would probillily be found still gieater coirespondence 

between the two curves. Even U the yield of Consol# had -Aaned 

• • . • • 
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proportionately to commodity prices, the chart would not have 
shown an exact fixed difference between the relative ffuctuatmg 
curves, for one* is plotted higher than the other from the base 
line. 

Tlie general sympathetic movement between the two curves 
representing commodity prices and the yield of Consols is obvi6\isly 
due to the fact that the* less the cost of living the greater must 
necessarily be the margin availabl'e for investment, and, conversely, 
the greater the cost of living the less such margin. The correctness 
of^,this opinion is strongly supported by the fact that the chart 
discloses that ch(inges in the direction of the curve representing 
the yield of Consols have usually been preceded, by like changes m 
the direction of the curve representing .coiwinodity pridis. It is 
evident that some, little time must elapse before falling or rising 
wholesale connuodity pfices ean affect the margin of inCMine 
available for investment, for it is wi'll known that retail prica. 
do not change immediately after a change in wholesale prices, 
particularly if the lattcr'be falling." 

As a corollary to the above explained relationship between 
investment yield and the cost of living,' it may be stated that 
investment yield is largely determined by the relative rate of 
production to consumption, for if production materially exceeds 
current consfi'mption, commtxlity prices tend to fall. On the 
other hand, if consumption tends to exceed eurrci^t production, 
commodity prices will usually rise. 

Though the cost of living is undoubtedly the basic factor deter¬ 
mining the course of first-class intestment prices, yet (hanging 
trade conditions accelerate a fall or rise in such jirices. Diuing 
periods of trade activity, particularly in boom periods, when prices 
of commodities are rising and larger profits or dividimds are, in 
consequence, being declared by industrial companies, theie usually 
takes place a,lesser demand for Government and other fust-class 
stocks and an increased demand for industrial shares. In a period 
of falling ptices, particularly if the fall be severe, ^when profits 
gdncrally diminish, the converse takes place—an mcrcaied detijiand 
for first-class investments alid a lesser demand for industrial shares. 
In this latter case financial embarrassment of some trading firms 
will first cause some liquidation of first-class investments, and, 
conseVjudntl), an initial fall id price, to Jic followed later, by a 
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material rise. The public have short memories, and the above- 
stated cywle of transfer o^ savings seeking investment has taken 
place during and after every marked period of trade activity in 
the past. Rising commodity piices, trade activity, greater trading 
profits, rismgjpnccs of industrial shaics, and rising interest rates ; 
falliTig commodity prices, trade depression, diminishing tiading 
piolits, often considerable losses, reconstr/ctions, increased demand 
for Government and other tirstVlass stocks, and falling interest 
rates Such are, in brief, the events m sequence of the usual 
trade cycle. The e.xtreme swings of the trade pendulum hjve 
never beefl so great ^fs has been expi'rienced du/mg the past two 
years, tl*: ainplitudo of which has been largely determined by 
unprecedi'ntod credit, iiiflit ion. 

Extent ok Pw iiunu: Ri.se in EuTpitK. -Jlie (hart proving 
luqTaid all doubt that a niatenal ris('»m high-(Jass investment 
puces will follow tin' jiresent f,dl m comniodity prices, and that 
the app "Ciation will be maintained m the absence of another 
mateiiiil in commodity puces, due to such basic mthiences 
as a further great wai, giave and prolonged social disturbances, 
or a senes of bad harvests—in fact any mihience that tends to 
make consumption again exci'cd production -the impoitant pciint, 
paiticulaily foi those now in possession of liquid resources awaiting 
investment is : To what extent will theu be a rise*!!! investment 
piices in the^fiituw, and within what time ? Obviously, different 
people will give varying estimati's to this mt'eresting question. 
Mr. A. H. Gibson’s opinion, subject to th(‘ absence of the above 
three named economic disturbances, is that within a pciiod of 
five years the pi ice of Consols will rise to 70 (yield £3 11s. 5d.). and 
thereafter the price will,proba1)ly use until about 77 (yield £3 5s.) 

IS averaged over a long pi'nod of •years, this figuie being reached 
within a period of 10 to 15 yc'ars. He states tiierc will be tem¬ 
porary falls, but the general tendency will he upwards. Tire rise 
will be accompanied by a sympathetic movement of other first- , 
class stocks,,except in so far as the latitude for movf-ment above 
parity of a<iy stock is restricted by a coinparativcly near year* of 
optional redemption by the. Governmfnt. 

The reason? Mr. Gibson advances for thinking that the price 
of Consols will rise to the above-named figures within the specified 
periods are as follows r- 
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1. The rapid fall that has already taken place in commodity 
prices since April of last year, and the reasons, stated m Rj previous 
chapter, entitleu “ Commodity Prices : Their Probable Future 
Course,” for thinking that commodity prices five or seven years 
hence will not be materially higher than the pre-war level. The 
widely different gradients for the period 1915-1920 of the two 
curves of the chart, givip as an inset, clearly indicate that the 
extent of the use m commodity prices duimg such period was not 
warranted by the basic economic conditions of the United Kingdom. 
Par^t of the lise was undoubtedly due to transient psychological 
influences. 

2. A study of the rise and fall in the animal average'' yield of 
Consols dui mg and after the Napoleonic Wars, j The prices Suggested 
above entail no greater rate of recovery, judged from the yield 
standpoint, tha,i;i was ejper.eiiced after the Napoleonic Wais. 
These wars commenced in 1793, and finished m 1815. For tht 
year 1791 the average yield was £3 12s. 6d., and for 1792 £3 10s. 9d. 
For the five years 1795-’1799 it aveiaged £5 2s. 4(1.—.i maximum 
average of £5 15s. 5d. being reached for the yeai 1797. Complete 
recoveiy had been made by 1825, the yield for this year averaging 
£3 -'Os. 11(1. For the five-year period 1825-1829, it averaged 
£3 11s. 2d., and for the succeeding five-years 1830-18-34, £3 10s. 2d. 
F’or the teii-ybar periods 1835-1844, 1845-1854, 1855-1864, and 
1865-1874, the average yield was remai kably steady, b^mg £3 5s.Id., 
£3 3s. 8d., £3 4s. 7d., and £3 5s. 3d. respectively. The rapid rise 
in the market prices of GoviTiiment stocks after the Napoleonic 
Wars terminated permitted great coin, crsion schemes to be success¬ 
fully effected in 1822, 1824, 1830, and 1844, all of which involved 
a mq,terial reduction m the rate of interest. (For paiticulars, see 
later.) Before the recent war, for the three years 1911-1913, the 
price of Consols ai’eragi d 76|, and the yii'ld £3 5s. 6(1. The average 
yield for each^of the years 1914,' 1915, 1916, 1917, 1918, 1919, 
1920 was £3 6s. 9d., £3 16s. 4(1., £4 6s. 2d., £4 11s. 5d., £4 7s. lid., 
£4 12s. 6d., £5 4s. 7(1. respectively. Conseiiucntly, i^ the rate of 
the rise and fall in yield during and after the Napoleonic \yars 
be any guide, the yield ^or tiie five years 1930-1934 should average 

^ For this year, average for first seven months' January -July. No market 
prices available for August-December* Stock Exchange closed 31st July, 
1914-3rd Janilary, 1915. 
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about £3 5h., corresj)onding to a price of 77, approximately the 
average f»r the three pre-yar years 1911-1913. A very important 
point to hear m mind when considering the probability of the 
recovery in the piice of Consols in the course of 10 ix 15 years is 
that the 'profjuctivo capacity of the United Kingdom and other 
countries is now considerably greater than it was 100 years ago, 
after the termination of the Napoleoniiy Wars. For this reason, 
possibly the price may reach 77 before 1930-1934. 

Some readers will doubtless think that Consols can never rise 
to 77, approxim.ately the average for the three pre-war yoars 
1911-19l;^I until thi.’fe is a considerable rcduijtion in taxation. 
This opiiMon cannot be supported by the course of the price after 
the termmation of theoNapoleonic Wars m 1815, for notwithstanding 
the great increase m taxation necessitated byUhese wars, which 
cost* this country £831,000,000, and'inca-ased the. National Debt 
/torn £237,400,000 (1792) to £846,000,000 (1816), the price of 
Consols^'uid recovered to the pre-war level by 1825. Increased 
taxation tis admittedly an iiidirecj effett on maiket values of 
fixed interest-bearing seciiiities if its tendency to increase the cost 
of living be not coiintfiacted by factors operating in a reverse 
diiection, such as inceased production in quantity. The redistiTiiu- 
tion of wealth and increased taxation occasioned by great wars 
are excelkiit incentives to increased production. *Tliere is later 
more liquid ^iioney available seeking mvestmi'iit or employment 
ill trade at a tune when large numbers of people have to work 
harder to maintain their jire-wai standard of living, m the absence 
of increased output due to nfw iiiventioiis, greatei application of 
inachiiiery, or other material aids to production. This is probably 
the mam reason why ciiuntncs eng.ageij m great wars in thejpast 
made lapid economic recovery aft^r peaci' was declared. If they 
possess gi'e.at potential productive capacity, ccRnplete economic 
recovery can only be a matter of time. The irreparable loss to 
the nations engaged m the recent war was the sacrifice of a great 
jiart of tl^eir, viiile manhood. The economic losses will probably 
be nompen-iatcd lor within a period of 10^ years. At the present 
time this and other countries jre going tlfroiigh a period of transition ; 
they are, in truth, reaping the inflation harvest. 

It has also to be leinenibcred^tliat part of the taxation paidjry 
individual members of «, community is received back fty hj3l(ier_s of 
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the Government debt within the community, in the form of interest 
on their holdings. Part of such interest will be available for 
investment in sLcurities and in industry, and hence not only tend 
to raise the prices of existing securities but to lower the cost of 
living. ^ 

A great addition to taxation is admittedly a crushing butden 
to States whose producti\n; power cannot expand, but in progressive 
manufacturing countries, such as Great Britain, production can be 
inc: cased almost indefinitely by greatci efliciency, and greater 
application and liiiproveinent of machinery. Increased taxation 
is like a task master. It compels people t.i work hauler, to be 
more inventive, and to introduce improvements in inamdacturing. 
It has been said that the great taxation iollowiiig the Napoleonic 
Wars made England the greatest indiistrul and the wealthiest 
nation in the world’; owiijg to necessity stimulating both induotry 
and invention. The increased taxation necessitated by the recen'’ 
war, heavy though it is, may yet be borne without being a heavy 
burden, if theie be a compensating incuase of production. If 
necessary, luxuries may be curtailed without affecting the real 
standard ol living. 

lA is considerations such as the above that make economic laws 
a particularly interesting and valuabl- study. A superficial kiiow- 
ledg& of the t.iibject is a pitfall for the unwary, for deep down 
under social conditions basic ecoiioiiiie laws or-huniaii tendencies 
are continuously 'and silently working, and trying to manifest 
themselves. 

To the contention that the financnd and economic effects of the 
recent war will be felt considerably longer than the distnrbance 
occasioned by the Napoleonic Wars, because the increase in the 
National Debt during 1914-1IM9 was twelve times the increase 
during 1793-181S it may be replied that the total national income 
at the commencement of the recent war was nine or ten tunes the 
amount at the commencement of the Napoleonic Wars. Wliat 
the national'income is at the present time (1921) it is impossible 
cldfeely to estimate, but it is undoubtedly considerably greater 
than in 1913, owing to'the* great rise in commodity prices. For 
some years henceforth it will tend to diminish as prices, profits, 
and wages fall, following deflation. 

AniWher important point to bear in minfl, when considering the 

• • 
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matter of the rate of financial and economic recovery in the future 
(the two ^re interdependent), is that about £6,000,000,000 of the 
increase, namely, about *£7,200,000,000, in the *National Debt 
between 1st April, 1914, and 31st March, 1920, due to the recent 
war, simjJly represents increase in indebtedness within the com- 
murflty. HolScrs of the stocks and bonds represented by the 
National Debt, exclusive of the external del^V of about £1,200,000,000, 
are creditors of themselves and *01 the other members of the 
State. 

In a previous chapter it has been pointed out that the rgal 
measure of {he burden-of the National Debt to a community is not 
the nominal amount Uiereof but the total amount of interest the 
State has* to pay theij'on, each year.- As conversions involving a 
reduction m the rate of interest take plajc in tjie future, the real 
burdi'n of the National Debt will be propprtionMly.rcduced. 

• Finally, in support of the opinion that there will be rapid 
economii, recovery of this country, it cannot be said that the 
recent \fa, 'nade any great inrdads into tlic total capital wealth 
of the United Kingdom. If this country had not had to make 
loans to her Allies and Dosnmons, therc.would have been no necessity 
for her to sell any gieat amount of her foreign investments, no^to 
raise considerable loans in tlie United States. Any payments in 
the future the United Kingdom receives on account of loans made 
to her Allies ^nd r*;parations made by foimer enemy States will 
strengthen her economic position. * 

Looking at wai expenditure from a national standpoint, it may 
be said that part of it goes imthe form of profit to manufacturers 
and others engagi-d on war materials, and another part m wages to 
operatives, which is not,^therefore, altogether lost to the natjon; 
part of it is represented by ammunition and other Government 
stores which the community has produced bj* working more 
strenuously and by overtime at the factories and miys ; and part 
of it is represented by ammunition and other Government stores, 
th5 energy to produce which has been diveited from’productive 
mduijtrics. * It is for this latter diverted energy, owing to w3r 
conditions, that the nation has really •to pay the bill. In war 
time, energy v^iich should go to the raising of the standard of 
living and the further accumulation of national wealth is expended 
and consumed on the battlefield.* 
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The one uncertain factor to be borne in nvnd in relation to the 
future is the economic recovery of the impoverished smaller States, 
and whctlicr th<‘y will be able to effect such recovery without 
grave social disturbances. The volume of the overseas trade of the 
United Kingdom is largely dependent on economic conditions 
ruling throughout the world. ' 

Extent of the RisU Since 22nd December, 1920.—The 
following table shows the rise lhat has already taken place in 
the price of Consols and certain War Loans since 22nd December 
last up to the time of writing— 



Issue 

Pnee 

0/ 

/o 

i lYict 

i 22nd,Dci.%, i 
; 1920 

at 

17th Aug , 
1921 

1 

,.Kisc in 
Points 

Consols, 2i% 

•too 

1 

44 i 

48 J 


War Loan, 

9,s 

1 

.92 S 1 

861 


.. .. W/o 

100 

j 

76} 1 

81 [ 


„ .. 5% 

100 


«1 

88 

fi,-, 

I. 

95 

i 

9U , 

961 

s 

Funding .T,oan, 4','o 

80 


fiSi i 

TH 

(S 

Victory I3ond'^, 4% . 

85 

1 

701 : 

■ i 

761 



^ Income Tux Comivuundctl. 


In connection with the above table it has to be borne in mind 
that' prices towards the end of 1920 were unduly depressed owing 
to home and Continental liquidation necessitate!’- by financial 
pressure being felt by many trading concerns, the aftermath of 
inflation. A sustained and material rise in the prices of first-class 
inveskmeiits is not to be expected until there is consideiablc 
reduction in retail prices, for, as has been explained, it is the course 
of rtie cost of living that finally deternim-?s the course of the yield 
of first-class fixed-mti-rest bearing securities. Following the severe^ 
fall that has already taken place in wholesale commodity prices, 
adjustment in retail prices, based on current manufacturing and 
producing costs, cannot be delayed after this year. For the time 
being, financial and commercial liquidation, and the economic 
effects of the recent cpal stoppage have also delayed rccovc'y in 
first-class investment prices. 

In the case of several of the loans issijcd during the recent war, 
there is every probability that their market prices will reach parity 
before,, or soon after, the dates from which optional redewiption 
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was reserved by the .Government in the terms under which such 
loans wer-j issued. They cannot rise many points above parity, 
on account of fear of the option of redemption freing exercised 
by the Goveinmcnt. The 4J per cent. War Loan of 1915 the 
Governmdiit l^as the option to redeem from 1st December, 1925 ; 
file S ]X‘r cent, of 1917 from 1st June, 1929 , and the 4 per cent, 
of 1917 (Income Tax compounded) from 15th October, 1929. 
When the optional dates of rtllemption arrive, if investment 
maiket conditions be favourable, the Goveininent will exercise 
its option by offering holders, m e.xchange for old stock, a n'*w 
stock bearifig a lower r;(te of interest guaranteed toi;a cei tain number 
of years.* Dissentients will be paid off at par. This was the 
proeedure in former iionv*isions, and the nuiiiber of dissentients 
was usually small, as is shown by the jiai/iciilaiis given below. 

CONVERSIONS After the Napoie;.inic,Wars —.‘Vs m the case 
<4 the recent war, so during the Napoleonic Wais, it’was nccessaiy 
to issue ’arge Goveinnieiit loans to finance the opcr.ations of 
h(jstilities. The Napoleonic Wais teriiiinUtid m 1815, and, as 
soon as the market c’alues of each of the loans issued during these 
wars tended to exceed parity, the Goveininent took the opportunity 
to offer the holdeis, in exchange for their existing stocks, a mnv 
stock healing a lower rate (If interest guaranteed for a certain 
number of ycais. The exchange was usually effected by granting 
£100 of the nnjv stock for every £100 nominal of the old stock to 
be Converted, and dissentients were paid oft at'ixtf- Particulars 
of the four iiiaiii conversions effected during the first thirty years 
aftei the teimmation of the *Napoleonic Wais are given below, 
being ]ireced(d by the particulars of the eonveision scheme of 
1749. This early conversion is of histoncal interest, and was«the 
first of any magnitude to be effected. 

An Act (23 Geo. II, c. 1) was passed m 1749 fin the conversion 
of the Four Per Cents, which were standing abme pgr into a new 
stock bearing 4 per cent, interest for one ycai, 3^ per cent, for the 
next sevei^ yigars, and thereafter 3 per rent. The dissintients at 
first ivere fairly considerable, so they were gi\'^n a second opportunify 
of considering the oflei, but, this time* the 3| per cent, interest 
was only guaranteed for^five years. Holders of £38,806,496 out 
of a total £57,703,475 accepted the first offer, and the second off^r 
bioiigUt in a fuither an»ount of £lf^606,937. I)issentiPnts,ho1djng 

21 —( 17 ' 23 ) 
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£3,290,042 stock were paid off at par. It i,s this converted stock 
of 1749 that formed the Reduced Tfirccs eventuallyd dealt with 
in 1888. 

In 1822, seven years after the termination of the Napoleonic 
Wars, an Act (3 Geo. IV, c. 9) was passed providing for the con¬ 
version of the Five Per Cents, which stood at 108|. The stock 
mainly consisted of ".Navy Five Per Cents.” Holders were 
invited to exchange every £100’of their stock fur £105 of the new 
jtock on which 4 per cent, interest was guaranteed for seven years. 
Holders of only £2,794,276 stock dissented and were paid off at 
par, the bulk, namely, £149,627,876 of the .stock being converted 
into £1,57,109,217 New Four Per Cent. stoc4c. 

In 1824 an Act (5 Geo. IV, c. 11) was passed providing for the 
conversion of the Old Four Per Cents., which stood at 1011 {ex div.). 
Holders were nvited to nxchange their stock for a Tin ee-and-a-half 
Per Cent, stock irredeemable for five years. Out of a total amount 
of stock of £76,248,180, holders of £70,098,935 acci'ptcd, the dissen¬ 
tients, holding £6,149,245, being paid oft at par. Tins dissentient 
stock was, however, actually converted into the Thrce-and-a-half 
Per Cent, stock and vested 'u the Nationd Debt Commissioners. 

In 1830 an Act (11 Geo. IV, c. 13) was passed piuvidmg for the 
conversion of the new Four Per Cents, which had been created in 
1822 and which stock was standing .at 102J {ex div.). Holders 
might take £100 of a new Three-and-a-haK Pc" Cent, stock 
guaranteed for 10 years or £70 of a new Five Per Cent, stock 
guaranteed for 42 years. Holdirs of £1,50,790,176 stock agreed 
to the conversion, and m the main taking in exchange the new 
Three-and-a-half Per Cents. The dissentients, who held £2,880,915 
stofik, were paid off at par. c 

In 1844 two Acts (7 & 8 Vict., c. 4, and 7 & 8 Vict., c. 5) wctc 
passed providing for the conversion of the vaiious Tliree-and-a-half 
Per Cents., fvhich stood at 1011 {ex div.), including some old 
Tliree-and-a-half Per Cents, created in 1818. Holders were invited 
to take in exchange for their Tlirce-and-a-half Per.. Cents, a new 
stock bearing 3J per cent, interest for 10 years, and 3 per iccnt. 
for a further 20 years. Practically the wliole of the holders accepted 
the offer, for out of a total of £248,757,311 stock, the dissentients 
l^eld only £103,352 stiKk. It is this converted stock that formed 
thp ‘‘ l^ew 'flirecs ” dealt with in 1888. « 
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Easier Financial Conditions in the Near Future.—A rise 
in the majjcet values of fir^t-class securities will be cumulative in 
hastening the restoration of sound financial comfitions. If the 
present fall in commodity prices continues, investment market 
, conditions* slujuld be favourable for the Government funding, 
withnr a period of two years,’the greater part, if not the whole, 
of the floating debt. Another bentficial^ effect of rising market 
values of seciuities will be that tlte banks will effect sales of part 
of their War Loan investments when market prices approach to 
or reach original subscription prices, in order to accelerate deflation 
and restorallon of scuhd financial conditions. Jaking the banks 
collcctivelf, a sale of part of their holdings of investments to the 
public effects, per contm, a»corrcsponding reduction in their deposit 
liabilities, and therefore of the available purchasing power of the 
community. 

During the caily stages of a great war, the prices of Stock 
Exchange -ecunties natnr.ally fall more lapidly than any increase 
in commoo'iy prices, for it takes time^for Niftir conditions t^i reflect 
themselves in a rise in commodity prices, 'fhe fust impulse of 
traders at the outbreak flf war is to reduce their sti.cks. 
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Average Price of Consols (Three^Per Cents) 


For 

1 

year ' 

For 

5 ye.irs. 

1835 


• • 91* 

183fi 


. . 89,’ 


1837 


. . 90} 

> 91 

1838 


• • 921,? 


1839 


■ . 9i;.;, 


1840 


. . 90} 


1841 


. . 89} 


1842 


. . 92 

93’ 

1843 


. . 95} 


1844 


. . 99} 


'• 1845 


. . 98} 


1846 


. . 95} 


1847 


. .’87} 

911,'; 

1848 


. . 85} 


1849 


. . 92} 


1850 


. . 96} 


1851 


• • 07 i 

w 

18,52 


... 1)9} 


1853 


. . 97} 

1854 


91} 


1855 


. 9.14 


18,56 


• 93} 


1,8.57, 


• . 91J 


18,58 


. . 94} 


18,59 


. . 95} 


1860 


. . 94 1 

n 

sl861 


. . 91} 


1862 


. . 93 


1863 


, . 92} 


5864 


. . 90} 


1865 


. . 89} 


1866 


. . 88 


18(57 


. 93 

/.I 

1.868 


• 93} 


1869 


. . 92} J 


1870 


92} 


1871 


. . 92} 


1872 


. . 92} 


,1873 


. . 92} 


1874 


. . 92} j 

* J 


Fpr Pot 

10 years. 20 years. 


92} 


91} 


93} 


• 92 


92 


<» For 
40 years. 


1 


92?, say,- 3 
•yiekl 
4s (id 


* Up to the ye»r 1839 the mean of the highest and lowest prices. For fne 
years 1840-1874, the middle pnees at 1 o’clock on each day averaged for the 
year. • 

• [The above table is particularly inliri sting as illustrating that, notwith¬ 
standing fairly considerable variations in annual averages, there w.ls a 
general tendency over a pcrioil of 40 years for the pnLo of Consols to 
fluctuate around 93, at .which price a 3 jier cent stock yi'elds /3 ^b fid 
By the Conversion Scheme of 1888, the interest on ( onsols was reduced to 
2} per cent from .Sth April, 1889, and tr/2i per cent, from 5th April, 1903. 
(Mr. A H Cibson thinks that wtlkin a period of 10 or 15 years the price of 
Consols will appreciate to about 77 (average lor year), at which price the 
^el4 (with Jlic present 2} per cejit • interest rate) will lie £'.i Us, about the 

* sivne as the average yield for the, forty-year period 183.5-1874 )] < 
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Commodity Price| and the Yield of Consols Since 1791 
{Five-year Averages for the Period 1795-1919) 

•• •' A 


Average for 

• 

Index Number of 
Commodity Pnees ^ 

Yield of Consols at 
Market Price * 

• • 

• 

£ 

5 . 

d 

1791 

102 

3 

12 

{\ 

1792 

106 

3 

10 

9 

1799 

U3. 

3 

19 

2 

1794 

112 

1 

8 

9 

1795 99 

137 

5 

2 

4 

180a -04 

145 

4 

14 

9 

1805-09 

158 

• 4 

15 


18¥) 14 

144 

4 

16 

0 

1845-19 

128 

4 

5 

10 

1820-24 1 

' 106 

3 

16 

9 

1825-29 

101 , 

91 * 

f 3 

11 

2 

1830-34 

1 3 

10 

2 

1835 39 

98 < 

• « 

5 

10 

1840-44 

92 

3* 

4 

4 

l«45-49 

85 

3 

5 

3 

l^V' 51 

85 

3 

2 

0 

181, ' 59 

98 

i* 3 

4 

2 

IKfiO 04 

101 

3 

5 

1 * 

1865 69 

101) 


5 

-7 

1870 74 

103 

3 

4 

I 0 

1875 79 

91 

3 

2 

11 

1880 84 

83 

2 

19 

11 

1885-89 

70 

2 

14 

4 

1890 94 

68 

3»16 

4 

1895-99 

63 

2 

10 

3 

1900 04 t 

71 

2 

17 

0 

1905 09 

75 

• 2 

17 

10 

1910-14 

82 

3 

5 

0 

1915-19 

163 

4 

6 

10 

1914 

83 

3 

6 

95 

1915 

108 

3 

Id 

I ^ 

1916 

13 i 

4 

(> 

2 

1917 

175 

4 

11 

5 

1918 

192 

4 

7 

11 

1919 

206 

4 

12 

6 

1920 

248 

•5 

4 

• 

7 


• for tho perioil 18UO-1912, the imnibcr taken is that I't Sauorlx-ik, anfl for 1913-1920 

that of The Stalt4 (iii^ontniuation of baucrlxick) For the early period 179I-iyi9, the index number 
IS that of Jevons this imiltipher upnseiitiiiK the latio iK'twieii the index luimbor of Sauerlie^k 
and thafof Jevdiis aveiagi d foi the p« nod 1«20 1^29 l-or this an^olhci teisons, the index numbers 
shown above for the period 1791-181^may not be strKtl>«<omparable willi those for later >eais 
(ompilud by Sauerbeck. « 

• Up to the year ly.'tf, and for the year 1920, y leld is liast d <m the mean of the highest and lowest 
pntes for each year For the iienod UWO-1919, yield is based on the middle prices at 1 o’clock on 
each day averaged for the year. 

• Avirage for first seven months. (Sto<k Kxrhatigc*ulose<l 31st July, 1914-'3nl*January, ^915^ 

• The aiftfidal miiiimuiu price of dbnsols was not ri^oved until November. , ^ 
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The Average Price and Yield of Consoi^s, ^ and the Index 
Number of Commodity Prices, for Each Year Since 1820 


Year. 

Average 
Price for 
the year.* 

1820 

6715 

1821 

73J 

1822 


1823 

78S 

1824 

oo;-’ 

1825 

841 

1826 

79,;, 

1827 

83i 

1828 

84f 

1829 

89!?, 

1830 

85J 

1831 

79 i* 

1832 

83|i 

1833 

873 

1834 

903 ' 

1835 

91 

1836 

89,’. 

1837 

90J 

1838 

•921„ 

1839 

9},’» 

1840 

90J 

1841 

89i 

1(?42 

92 

1843 

953 

1844 

99* ‘ 

1845 

98* 

1846 

95} 

1847 

873 

1848 

853 

1849 

923 

1850 

963 

1851- 

973 

1852 

99* 

1853 

97} 

18C4 

91* 

1855 

903 

1856 

93* 

1857 

91* 

1858 

96* . 


Cduses Affecting Price, and therefore Yield. * 


! Commodity prices falling 
\('oinmodity 

I Pnccs } Coramcraal and Linancial 

) rising I Crisis, 1825 


i Commodity 
! • Prices 
I .falling^ 


Revolution in France, J830, ' 
caused uneasiness Creat ; 
social disturbances in U.K. ! 
.also caused fall in priLc of i 
Consols. Introduction of ! 
Reform Bill, 1831 Passed i 
.(both Houses in 1832 


j Rise in Commodity Prices 
i Fall m*Comm()dity Prices 

' jcommodity Prices rising 

! jcommodity Prices falling 

: \ Commodity 
I Prices 

( rising. I * 

' , ■{ Conimercnl and Financial 

1 I Crisis, 1847 

f Commodity Pnccs falling 


I 

i 


Commodity ]cnme.tn War. Ii'S4 185S 
Prices * [ ppcc signed, 18v56. 

rising. ) 

Commercial and Fmannal 
Crisis, 1857 


Fall in (ommodity i’nccs 


Yield at 
Average 
Pnee. 4 

Index No 
Uxnmodi 
Pnccs. ‘ 

£ 

s. 

d 

« 

4 

8 

3 

112 

4 

1 

4 

106 

3 

15 

8 

101 

3 

16 

1 

103 

3 

6 

1 

106 

3 

10 

11 

117 

3 

15 

, 9 

100 

3 

12 

2 

97 

3 

10 

1.' 

97 

3 

6 

8 

93 

3 

9 

10 

91 

3 

15 

3 

92 

3 

11 

8 

89 

3 

a 

4 

'91 

3 

6 

6 

90 

3 

5 

11 

! 92 

3 

7 

1 

! 102 

3 

6 

0*' 

94 

3 

4 

6 

99 

3 

5 

7 

103 

3 

6 

6 

103 

3 

7 

2 

i 100 

3 

5 

3 

91 

3 

3 

0 

83 

3 

0 

5 

84 

3 

0 

10 

87 

3 

2 

8 

89 

3 

' 8 

9 

95 

3 

10 

2 

78 

3 

4 

10 

74 

3 

2 

2 

77 

3 

1 

9 

75 

3 

0 

5 

78 

3 

] 

5 

95 

3 

5 

4 

102 

3 

6 

4 

1 101 

3 

4 

5 

1 101 

3 

5 

4 

1 105 

3 

1 

11 

1 91 


1 Consolidated Three Per Cents, from 1820 to 1 


88 (5th April), then Two-and-Thrcc-Quarter Per 

* i^nsoiHjau'u jiirce ni vain-». ,r ;.' . t « ^ 

:«nls until 1901 (5th April), and thereafter I wo and a Half Per Units ^ • 

* Up to the >ear iaS9. and foi^tbe year 1920, this average is the me in of ai«M^ 

>riccs diiriiu; the v<ar bur the yeais 1840 1919, the average rcpicstnts the middle pru^at 

o’clock on larh dav averaged for the year. The diPercna* between the two methods of calcula- 
ion of the average fs iisuafly only fractional, iiotwithstinding .an extrentj fluctuation of several 
oints in the pnt/: during the year. « 

* A change, m direction of commodity prices often precedes by a yc.ir a like change m direction of 

'fcld r * 

VFor the period 1820 1912 the index nupober Is that of ^uetbetk, and for 1913-1120 that of 
rhs Statist (in conlmyation of Sauerbeck). 
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The Average Price and Yield of Consols,^ and the index Number 


OF Commodity Prices, for Kach Year Since 1820 — Cont%nued 

•• , _ _ _ _ _ 


•— 

Average 1 

' ■ ■ ” 


-♦- - - 

Yield at 1 

Index No. of 

Year. 

Price for 

Causes Affecting Pnee, and therefore Yield.* 

Average 

Commodity 


the year.* 



IVice. 

Prices.* 

185? 

95J ^ 

1 

» 

1 s. d 

3 3 1 

94 

I860 

94 ! 



3 3 10 

99 

1861 

1862 

91i 1 

93 

H'oinmothty Prices ijsing • 

3 5 7 

3 4 6 

98 

101 

1863 

928 



3 4 9 

103 

1864 

90i : 



3 6 7 

105 

1865 

894 1 

1 


3 7 1 

101 . 

1866 

88 . • 1 

(7ommai^Jity > 

Banking Crisis, 1806. 

3 8 2 

102 

1867 

93 1 

Pri«cs ' 


.3 4 6 

1(0 

186S 

m ; 



3 3 11 

99 

1869 

9i7 j 



3 4 7 

98 

1870 

92J 1 

• • 

1871 

3 4 10 

96 


) Notwithstanding Commodity Fnces 



1871. 

925 , 

rising, price c 
ii'raiico-fierm 

>f Consols maml^uied j 

'348 

100 

1872 

92J i 

an War, 1870*1871, 

3* 4 10 

109 

♦873 

92 i 

< aused largo inflow of money from 
Continent for safe invc'stment 

3 *4 10 

in 

1874 

9' ■ 



3 4 10 

102 

1875 

93' 



3 4 0 

96 

1876 

95 



3 3 2* 

■ 95 

1877 

958 

General 


3 2 11 

94 

1878 

95,''„ 

tciuU-ncyfd 


3 3 1 

87 

1879 

975 

Commodity 


3 1 7 

83 

1880 

988 

Pnec'S 


3 1 0 

8^ 

1881 

too 

downwards 

• 

3 0 0 

85 

1882 

lOOJ 

owing 

1 

2 49 8 


1883 

101 

mainly to 

Pi ICC of Consols prevented 

2 19 4 

82 

1884 

1885 

101 J 

99J “ 

Aipid 

develop- 

y (torn rising much above 
parity through fear of con¬ 
version. 

2 19 5 
.3 0 5 

76 

72 

1886 

100* i 

ment of 

1 

2 19 6 

69 

1887 

101* 

young food . 


2 18 11 

68 

1888 

995 

and raw 

j P#te of Interest reduced 

3 0 4 

70 

1889 

98 

matcnal 

} from 3% to 2}% fioiii 5th 

2 17 5 

•72 

1890 

961 

producing 


1 2 17 1 

72 

1891 

95} 

countries 


! 2 17 5 

TZ 

1892 

961S 

during* 


2 16 11 

66 

1893 

'*1894 

985 

seventies 

• 

2 15 10 

68 

101,5c 

and eighties 


2 14 5 

63 

1895 

1065 


*2 11 10 

62 

1896 

110} 



2 ,9 8 

61 

1897 

112J5 1 



2 8 11 

1 62 


‘ Consolidated 'nine Por Cents from 1820 to 1888 {5th April), then Two-and-^Thrce-Quarter Per 
Cents, until 19lt3 (Mh April), and thereafter Two-and-a-Half IVr Cents. ^ 

* to the yif^ar I8.W, and for the year 1920, this averaKo is tlie mean of the highest and lowest 
priees during the year. For the >ears 18-10-1919 the averaj^l ropi-cscnts the middle-prices at 
1 o’clock on earh day averaged for l^ie year. The diffenArx' K'tweeu the two methods of c.dcula- 
tion of the average usually only fractional, notwithstanding an extreme fluctuation of several 
points in the price during the year 

* A change in diiection of commodity prices often precedes by a year a like change In direction of 
yield of Consols 

* For the period I820'1912 the index mimbew l^that of Sauerbeck, and for 1913-1922 thft of 

The (m continuation of Sauerbeck). • 
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The Average Price and Yield of Consols,’ and the Index Number 
OF Commodity Prices, for Each Year Since 1820 —Contmued 


Year 

Average 
Price for | 
the year.* | 

1898 

not; ; 

1899 

106} 

1?00 

998 

1901 

94} 

1902 

941 

1903 

90} 

1904 

88} 

1905 

89;,; 

1906 

88.«„ 

1907 

84} 

1908 1 


1909 i 

83} 

1910 : 

81,', ! 

I9II ! 

79 r‘, ' 

1912 i 

76} 1 

1913 ! 

738 ! 

1914 

74}’ 

1915 i 

65} 

1916 

58 1 

1917 

-’■ 11 ; 

1918 

56} 

1919 

54 r', : 

1920 

47}} 


Causes Affecting Price, .and therefore Yield.* 

Yidd at 
Average 
Priu‘. 

^Commodity ' 

. 

£ d 

2 9 7, 

[ Prices 

Market gr.idii.dly disujuat- 

2 11 6 

) rising. 1 
/ S'th African 

mg u'duclion m R.ite of 
. Inten st from 2J% to 21%, 

1 to come mill o|X'iatiou from 

2 15 2 

2 18 4 

C War. 1899- 

1 5th April, 1W3 

2 18 3 1 

1962 

i Commodity 
[ Prices 

1 

2 16 6 

2 16 8 

2 15 ' (1 

2 16 7 

' Vising 

Amenoui Crisis, 1907 ’ 

2 19 S’ 

Fall in Commodity I’ncci» 

2 18 1' 

1 Commodity Pr,iccs rising 

2 19 5 

3 1 8 

3 3 0 

1 Rapid r^c in Commoihty I’ners 

3 5 8 

3 7 11 

3 6 9 

3 16 4 

1 6 2 

1 Great Kiiropcaii War, Aiig , 1911- 

4 11 5 

\ June, 1919 (Armistice, Nor , 1918 ) 

4 7 11 

Unprecedented inflation of trtdit 

4 12 6 

1 


5 4 7 


Index No of 
Cl nnmodlty 
rnu'S.* 


r 

64 

68 

75 

76 
69 

69 

70 
72 

77 
89 
76 
74 

78 
80 
85 


86 
U 108 
136 
175 
192 
206 
248 


> Consolidated Three I’tr C<nts from 1820 to 1888 (Sth \pril), then Iwo aii<l Thn c-Qu.irtcr l’« r 
Cents until 1903 (Sth'Apnl), .md thenafter Two-.md-a Hdf l’<rC<nts. 

’ L'p to the >»Mr 1830, and for the ^car 1920, fins avi r in:<' is the nuan of the liK'liest uul lowi st 
prices (luring the >e.ir lor th «2 >iars 1H40 1019, the average n pre’'! iits It ■ iiiidilli pines at 
1 o’clock on <a«h day avin gt d for tin yi ar Ihc dilfinnec Utwcin the Iwn in< thuds of (ahuln- 
tion of the aviragc is usii.dt> oril> fiactiorial, notwithstanding an exlnine fluctuation of s(viral 
points m the prne dining thi )ear 

• A change m direction of tomrnoility prices often precede s h> a jear a like change in direction of 

yield of (Jonsols ‘ 

• For the period 1820-1912 the index numlicr is that of Sauerhcck, and for 1913-1920 that of 
Tfu SlalMt (in amtiiiuatioii of Saucrbcik) 

• Average for first seven months. Slock txchangc dosed 3^*1 July, 1914 Jrd January, 1915. 



CHAPTER XV 


FOREIGN I'.XCIIANGHS 

TiiF.*main movements of the exchanges since July, 1914, and 
the chief operating causes, are reviewed in the following pages 
at various sl.'iges broadly limited by f()*iir successive peiiods of 
time, n.imely— 

1. Collapse of tile exch,urges at the end of July and commenr^'- 
ment of August, 1914,,When the European War appealed inevitable. 

2. Gradeal restoration of exchange machinery after the outbreak 
ot w.ir, from Septemb*i t« December, 1914. 

3. The penod 1915-1918, and coveii^g thg Aiinistice d,atc, 

nth •November, 1918. • . * . 

*4. Since 1919, and coveiing the date of signing df Peace, 28th 
Juno, 19 

It is to 1 noted, however, th.r^ no atteni^rt is iiiatle to leview in 
detail the innumerable influences that have alfbeted e.xchangc rates 
fiom day to d,iy since 1911 (except a^ the outbieak ofVar). To 
do so would not only require the space of a separate volume, but 
an iiitiiii itc knowledge of certain concealed Goveinmcnt operations. 
Moreover, such a detailed narrative, if possible, would probably 
diveit the ninjd fidiir clearly grasping the iiiaiir economic forces 
th.it have determined the ultimate course of the various exchanges 
since 1914. 

Collapse of Exchanges 

The course of exchange rates for the peiiod 23id July-ylth 
^^,4jigust, 1914, IS shown by the table given on the next page. A 
study of these Kites discloses the following ]ioiiit'«— 

(a) The iiltiiiiatuin presented by Aiistiia to Serbia on 23rd 
Jiijy jrrodiiced no discernible immediate effect on the exchanges, 
the reason,foi; the steadiness in rates being that it was generally 
felt ttir that'd.iy that if war bioke out it wruild be localized. * 

(i) Duripg the next femr jlay^, 24th*-27th July (the 26th was 
a Sunday) unirasiness wins disclosed by some of the exchanges. 
Paris, which had at this time a balance in London m her favour, 
began *10 call in part af these funds, and the Pari^ rate f811,2J 
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centimes. The German 8 days rate rose 2J pfennige, and the 
Vienna atyj Italian rates 10 and 9 points. A small rise is also shown 
by the Madrid and Stockliolm rates. The exchaVige of Russia, 
which country was pledged to support Serbia, rose 62J points. 
The New ^?^ork Cable transfer rate increased from 4'8885 to 4 9450. 
All The above-named rises were largely due to London calling in 
floating balances held abroad. The Belgian, Dutch, Swiss, South 
American, and silver exchanges,*however, remained remarkably 
steady, and also during the next two days, 28th and 29lh July, 
with the exception of the Valparaiso rate, which fell from 9.21/32d. 
on 25lh Jufy to AJd^xm 29th July, and the Rio de Janeiro rate 
from 16d»to I 5 .ll/I 64 l. between the same dates. 

(c) W:Tr was declared by Austria on Serbia on 28th July. On 
this and the next day several of the Euypean^exchanges showed 
considerable movements, a prelude *10 ^hc cdllayse a few days 
Ifiter. Duiing 28th and 29th July, Paris coiitinucd tu call in money 
fiom L(. ’(Ion, and this important rate dining these two days fell 
lOj poili. The German cheifue late r<*se 14| points, but the 
Vienna rate only a fiiithcr 2J points. The" Italian rate became 
nominal. Stockholm roue points. ^The Montreal and New York 
rates were largely nominal. . 

All the leading foreign exchanges were affected during the last 
few days of July by the avalanche of securities b?ing throwni on 
the maiketsiind the closing of the various Stock Exchanges. 

{(/) Prom 30th July to 4th August there was'a general collapse 
of the Eurojican and North American exchanges, all rates at first 
being nmnmal, and later no* quotations being obtainable. 

The New York Cable rate was marked up to 7.00 on 1st August, 
but it IS doubtful if nmcb business was done on this day above^5.00. 
..^The reasons for the hroakdowm of the exchange machinery 
were five— 

( 1 ) A general call in by banks and financial hoi^cs of balances 
held iibroad, whether at call or at short notice. 

(ii) A general demand by traders abroad for sterling exchange 
to liiect niirtming liabilities in London, in particular their obligations 
to London Accepting Houses. Then* was not sufficient sterling 
exchange available to meet the great and sudden demand for 
same. The creation of finance bills had ceased. 

(114 The inevitable •collapse of | exchanges with c^icm^ Stages, 
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> 

which reacted immediately on the exchangps of other countries, 
owing to the interdependence of the Viuious exchanges,,^ 

(iv) The closing of the Stock Exchanges. 

(v) Rcsti ictioiis placed on the export of gold by several countries. , 

In consequence of the above mfluences, arbitiage 'operations , 

became impossible. " 

On 1st August, 1914, Geimany declared war on Russia, and two 
days later on Fiance. Oii 4th August, Gieat Biitain declared war 
oi. Germiny. During these successive declaialions of war, the 
E.jstcin and South Ameiicau e.xchaiigcs showed little movement. 

Restor.\tion of Exchange Machinery '' 

C 

The paramount necessity of the rcstbrafion of the exchanges 
with all countries, excc\ t enemy States, for the resumption of 
international trading was early recognized by the British Goverii- 
ment. Witli this object in view, vaiious measures and pioclama- 
tions were announced during Auguct and September, for |)a.ticulars 
of which sec Chaptpis I and II. The Goveiiirneiit undertook 
enoimous babilitics in the foiiii of guarantees, and the measiiies 
were successful m iinpartiiig momentum to the machinery of 
c.xchange. The gradual restoration of the various exchanges is 
dearly shown ,-n the table given on the next page. 

'I'lierc W'as a rapid restoration of the exchanges from 10th 
September onwaids, with one or two exceptions, rates by the end 
of the year being within reasonable proximity to the respective 
parities, though in several cases nip within the customary gold 
points.' The Lisbon exchange, however, rc-oiiencd and moved 
decidedly adverse to that centre, reaching 37|d. on 31st December, 
as aj-amst 46d. on 29th July (liefoie the e.xchange collapsed along 
with others). The Betrogiad* e.xch.uige, which was in the iieigfo" 
bouihood of 96 before the collapse at the end of July, was re-opened 
at a considerably higher figure, and was 117 at the close of the year. 
This higher .level was laigely due to the extreme difliciilty 6f 
Russia finding an outlet for Ikt products, and the immense number 
of men she eiuolled in 4ier_several armies. Very little alteration 
is shown in the Eastern exchanges, nor in the Bueros Ayres and 
Monte Video rates, but the Valparaiso^'exchange moved more 

C . 

> Jt'l’cfcrsburg cliangcd it;, name,to Pelrograd'after ll's outbreak tii war. 
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adversely against that centre, and wide fluctuations took place 
in the Rio de Janeiro rate. The New York and Mon^i',cal Cables 
both receded fo witliin the pre-war gold points (4 84 and 4 89)' 
by the end of the year, being 4'85J and 4'88j respectively on 
31st December, 1914. ‘ 

The Exchanges During 1915-1918 

The exchanges during this iong war period present several 
interesting features, as will be observed from the table of rates, 
at certain intervals, given on the next page. 

(a) Taking first the period covered by the 3| years, 1915 (7th 
January)-1918 (28th June), the rates show that the French, Italian, 
Lisbon, and Petrograd exchanges moved ;n favour of London, 
but those of Holland, S^'ain, Switzerland, Scandinavia, and South 
America (with the exceptior of the Rio de Janeiro rate) m.ived 
adversely. 

The French, Italian, and Russian currencies would have undoubt¬ 
edly depreciated more than as sliown by the table except hjr a 
series of large sterling credits having been periodically established 
on behalf of these countries by the Br.tish Goveiiiment. The 
attempts by the British and French Goveinments, after the second 
year of war, to stabilize the Paris late by arrangement of loans 
and credits, both in London and New Yoik, and through the 
release of gold by the Bank of France, the table clearly proves to 
have been very successful. Possibly the attempts to stabilize 
the Russian exchange on London would have met with a sinidar 
success but for the uneasiness created by the after-effects of the 
Russian Revolution. Up to the end of 1915, exchange on London 
became increasingly unfavourable to Russia, owing to the stoppage 
of her export trade at a time when she urgently lequired increased 
quantities of foreign commodities. Her usual exports of grain, 
provisions, ra;^ materials, etc., were considerably restricted by 
the closing of the Dardanelles and the cessation of trade with 
Germany and other countries via the Baltic ports and the railways 
over the West frontier. During 1916, though the Pet,ograd "ate 
showed fairly wide fluctuations, yet it did not exhibit any general 
tendency to further depreciation. The ^abdication of the Czar 

' G<fld points are not fixed points, but vary sliglitly according to the 
current rate ol'mterest and other variable costs. ' 
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in tlie middle of March, 1917, had no immediate effect on the 
Russian exchange, but the after-effects of the Revolution-—the state 
of internal difioideis and anarchy existing in Russia from June 
onwards—caused rapidly increasing depreciation in the exchange 
on London, until, in 1918, quotations were unobtainable. 

The exeharges of the main neutral countries naturally, during the 
war, depreciated against Lonckiu, on account of Great Biitain not 
being able to pay immediately hir all imports from .such countries, 
either by expjits, gold, or other forms of settlement. Thrcaigh- 
out the war, witli the exception of during the year 1916, her adverse 
trade balance rapidly increased. War conditions not only caused 
considerable alteration m the customary channels andc volume of 
international lia.de, but threw a heavy strain on the jlroductive 
power and financial re-'-=miccs of Great Biitain. She had not only 
to provide for hef own fiimies, but al.>o for a consideiablc pjrt of 
the icqinrenunts of hei Allies. London ciedits opened on beh If 
of the latter were paitly the reason for adveise neiitial e.xchanges. 
To what extent adveise mhveraenl's in some of tlii' neutral exchanges 
on Londim dining the war were due to increase in the indebtedness 
of Great Britain or of her Allies to those countries, it is not possible 
to state with any degree of certainty. But with reference to such 
indebtedness the following statement was made by the Chancellor 
of Gie R.xchetjiicr in the House of Commons on 24lh July, 1917 : 
“From the beginning this country has born" the^whole of the 
expense of supplfes to all the Allied countnes vvlmh were produced 
in the United Kingdom. Up to the time of the eiitiy of America 
into the war, we also bore in the cas^ of some of the Allies the whole 
of the expenditure outside their own countiy, and in the case of all 
of them some poition of the expenditure out of their own country.’’ 

(At the outbreak of war, sev-eral of the neutial exchanges moved 
temporarily in favour of London, on account of the geneial callirg 
in of money at call or at short notice, previously lent to foreign 
countries, by British banks and financial houses, and the 
withdrawaFof customary ciedit facilities.) 

The exchange with Holland was, dining the war-, to a..very 
material extent controlled -by England. - 

Part of the further depreciation in several of the neutral exchanges 
during 1917 is also to be accounted for by the tightening of the 
bfockade around the Central Powers. The closer blockade led to 
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a considerable reduction in (ho volume of goods imported by the 
surrounding^ neutral countries, especially in the volume of goods 
imported from America, and is therefore bound to nave exercised 
some influence on neutral exchange rates on London. 

^ Another interesting reason foi the exchanges of the Scandinavian 
counTries moving moie and more adversely to London dining tlie 
war was that settlement with such countries had necessarily to 
be made or offered largely in the form of'gold, on account of the 
small amount of Scandinavian securities held by the Allies. An 
ime.xpwted situation arose in consequence. Owing to surfeit qf 
gold, itnd alsb to their ilesire to obtain certain commodities from 
the Allies, ihe Scandinjivian countries chose repeatedly to permit 
excli. nge fates to fall qathfr than take more gold fiom the Allies, 
Early in Eebiiiaiy, 1916, the Swedish Pr^iament passed a law 
releasing the National Bank from an/ibh^ation"to^buy gold. It 
wai5 contended at the time that, owing to gicat mcrea'ses in exports 
to Gre.it Bii'aiii, Sweden was in danger of being flooded with gold, 
and mflatfon a.is feared as a consequeiii'e'. JBy April, Norway and 
Denmark had adopted similar measures, and it appears (liat the 
respective St.ite Bank noies'were then at a piemiiiiii as tompared 
with gold. Attempts by the Allies to stabilize the Scandinavian 
exchanges were also rendered impossible on account of the large 
sums that weie continually accruing during the waf in favour, of 
Scandinavian jhipoivners, who carried for the Allies enormous 
freights at very high rates. 

A sentimental influence that tended to cause depreciation in 
the ciiiieiicics of belligerent omintiics during the war wa'i the 
alarm felt by neutral nations at the growing w.n expimditure of 
the belligerents. , 

With reference to the great appreciation in Spanish currency 
'^efunng the period under review, it has to be bolide in mind that 
of all neutral countries in Europe, Spam suffered the least amount 
of interference in its foreign trade during the war. l^ot only was 
its ^'cogiaphical jiosition a very advantageous one, infismuch as 
it wa'jreiiiotu^oni (he war zone, but it was able to cany on a large 
and highly piofitable tnuhj with Franceiiinf England without the 
frisks of a long sba transit. As these countries were in great need 
of Spanish products, both raw materials and finished goods, regard¬ 
less of jost, the balance pf trade "^as incvit.ibly greatly in faTOiir 

• • • 

22—(1723) 
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of Spain, which country in consequence became the chief creditor 
nation in Europe during the war. In an attempt to minimize the 
depreciation fn sterhng, gold was sent to Spain from America, 
indirectly provided by England. 

The general tendency of the New York exchange during 1915 
and the greater part of 1916 was downwards, though there were 
somewhat violent oscillations. At the commencement of 1915 the 
cable rate was within tHb customary pre-war gold points (4.84 and 
4.89), being 4.85| on 1st January. By 17th February, 4.80 was 
touched. Between that date and 14th June the extreme fluctuations 
were 4.82J and 4.78J, and between 15th' June ana 6th August, 
4.77| and 4.76|. At the end of February, March, '^pril. May, 
June, and July, the rates were respectively 4 80|, 4.'80i, 4.79J, 
4.78|, 4.76|, and 4.76^; During August there took place an excep¬ 
tionally heavy fad in jAe rate, 4.59^ being reached at the .end of 
the month. ‘On 1st September there was a severe fall to 4 '.j 47, 
which, however, proved to be only temporary, the rate responding 
to 4.64 the ne.xt day -anil to 4.70 on 3rd September. At the end 
of the Inonth the 'rate was 4.72. The general tendency during 
October 'was downwaids, 4.62J being reached on 27th of that 
month. Thereafter, the tendency was upwards (until the stabiliza¬ 
tion of the exchange, see below), 4.74^^ being recorded at the end 
of December; To some extent, the New Yoik exchange was 
supported during tlie second half of 1915 by the Bank of England, 
acting on instrCiCtions from the Treasury, purchasing American 
Dollar Securities in London and transmitting them to New York 
for sale. From 6th January, 1916,‘’to 20th March, 1919,^ the New 
York rate was maintained between 4.76 and 4.77, mainly in the 
neighbourhood of 4.76i, by the efforts of the Exchange Committee 
in London. * The rate was successfully stabilized by the expo rt of 
gold to the United States, the repatriation of American securities 
held by the Allies, the arranging of loans in the United States 
with American and other securities pledged as collateral, and 
from 25th'April, 1917, ® by direct loans from the American Govern¬ 
ment to the Allies. The stabilizing of the New Yck rate for a 
long period was very creditable to the Exchange Committee in 

* Date from which control was removed *» 

* See Report of American Dollar Securities Committee reviewed in Chapter 
VI. Section, “ Borrowings, Abroad.” 

* ft,menc«J'entered the war on fhe side of the Allies on 5th April* 1917 
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London, particularly in^view of the United States of America being 
the country^ from which the Allies obtained during the war the 
major part of their external supplies. * 

In the case of the Montreal cable rate, the table shows that a 
’severe fall took place during 1915, 4.74J being reached at the end 
of the year. Xficreafter, at six»months intervals up to 28th June, 
1918, the rate was fairly stable at 4.76-4.78, in rough sympathy 
with the stabilized New York rate. * 

The China exchanges during 1915-1918 moved adversely to 
Londorf, largely as the result of the keen demand for silver fioij 
praclitfilly all'counfries^.* As a consequence of considerably increased 
demand fo* coinage purposes, silver rapidly rose*in price. With 
every upvi^ird movement yr silver there was an increase in the 
value of the Hong-Kong dollar and the %anghai tael. Owing 
to the. fixed sterling price of the rupee (iSRs. ft) £1), the Indian 
exfljianges were prevented from showing a sympathelsc movement 
with the China exchanges. As a natural result, rupees became 
scarce, and 'he exchange banks had prJTcth-ally their operations 
confined to the financing of Indian exports of notional importance. 
During the war, the balance; of trade was heavily in favoui*of India. 

(b) Reverting again to the last table, it will bo observed thtit 
between 28th June and 11th November, 1918 (the date on which 
the Armistice was made with Germany), there was tP considerable 
improvement (yi the.sense of movements towards parities) in the 
European exchanges and in the Montreal rate. (The New York 
rate at this period was pegged at about 4.76^, as already explained.) 
This improvement, it has to b« noted, took place largely dyring 
September and October, following victories by the Allies and 
requests for peace by Ausl^-ia and Bulgaria. The South American 
rates, however, showed little change, with the exception that 
(..hil’ean currency depreciated heavily. During several periods of 
the war certain exchange rates fluctuated to some extent with the 
varying phases of hostilities, on account of sentimental reasons. 

(cj After the date of the Armistice, 11th November,* the table 
shows^that t*he neutral exchanges, by the end of the year, re-acted 
against London. 

• 

The Exchanges Since 1919 

The qpurse of the excljanges siifce*the commencemest of Ifil?, 
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which at certain intervals is shown on the following page, may, for 
the purpose of review, be conveniently divided into tlj|:ee periods, 
namely : (a) 'fhe first six months of the year 1919, during which 
protracted peace negotiations were taking place at Versailles; 
{b) the last six months of 1919 and the first three moiflhs of 1920,, 
dunng which there was a very rapid increase in wholesale com¬ 
modity prices ; and (c) the period since 1st April, 1920, during 
which in this and othel countries, with a few exceptions, there 
has taken place a great re-action in prices, the fall being accom¬ 
panied or followed by a general trade slump and growing iin(!mploy- 
ment, the usual accompaniments of a period of rapidly * falling 
prices. Below t'liere are given reasons for.the mam msvements in 
the exchanges during the above-named periods. ® 

(a) Peace was signCff on 28th June, 1919. During the preceding 
six months, whil6 peace negotiations were taking place, it will be 
observed from the table that— >■ 

The currencies of France, Belgium, and Italy depreciated, partly 
on accoimt of increasing imports from this country arid reduced 
amounts of new loans from the British Government. In Paris, 
official control of the exchange rate, through sales of sterling, was 
re.moved about the middle of March. 

The exchanges of Scandinavia, Denmark, Holland, and 
Switzerland Ihoved upwards towards parity (the Christiania and 
Copenhagen rates even rose above parity), aUo largely on account 
of increasing ex^oorts to such countries, in particular of textiles. 
Neutral countries bought large stocks of high-priced finished goods, 
partly with the object of re-sale ‘to Germany immediately after 
the signing of peace. 

^ fall of comparatively small degree is shown by the Madrid 
rate, but the Lisbon quotat<ion moved materially in favour of 
London, and fu'^ther away from parity. 

Government control was removed from the American exchange 
on 20th March, and thereafter there took place a rapid Ml in the 
New York'rate, which by 30th June reached 4.59^.^ The Montreal 
rkte fell m sympathy, though not to the same degreo. , 

Little net movement wns shown by the China exchanges during 
the first six months of 1919, largely because the lAiited States and. 
British Governments fixed a maximum price to silver of about 

i-i, id. pei'ounce for the pcrtbtf August, «1918-May, 1919.. 

• • » 



The Course of the Exchanges since th^ Commencement of 1919 



one pound sterling. 

Government control was removed^from the*Amencan exchange on 20th March, 1919. 
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The South American exchanges all moved towards their respec¬ 
tive parities, the Rio de Janeiro and Valparaiso rates moving 
adversely and the Buenos Ayres and Monte Video rates more 
favourable to London. 

{b) During the nine months ending 31st March, 1920, following^ 
the signing of peace on 28th June,*^ 1919, considerable movements 
took place in several of the exchanges. The rates ruling at the 
dates taken in the table "do nobshow the lull extent of the extreme 
movements experienced during this period. The greatest changes, 
i,t will be observed, took place in certain Continental rates; Such 
movements were, to a large extent, due to^ inflation'of crefiit and 
currency and high-priced imports from the United Kingdom. 

The currencies of France, Belgium apd Italy all'materially 
depreciated. The FftKich exchange reflected the full effects of 
decontrol in Inarch, 19,l9. iTlie Paris end of month rates were as 
follows: 191‘9, July, 31.60; August, 33 99J; September, 35.95; 
October, 36.75; November, 39,37J ; December, 41.09J. 1920, 

January, 46.45 ; Febcuary, 48 30J ; March, 57.67J. Progressive 
depreciation in F'rench and Belgian francs in the absence of control 
was to be expected, in view of many iiF-lustrial areas in Northern 
France and Belgium having been devastated by war conditions. 
Until eventual restoration of such areas, or compensation made in 
prsduction iif other parts, high-priced importations from the United 
Kingdom and other countries were to a large^cxtept unavoidable. 

The Itahan exchange reflected to a considerable extent internal 
industrial disturbances. Since the war terminated, Italy has 
experienced an almost unending sbries of strikes, large and small, 
in all branches of industry, and in the public services. Exhaustion, 
disorganization, and impoverishment were disasters which the war 
brought on almost all the cembatant nations, but on Italy in a 
special degree because she was at the outset less well equippe*3 to~ 
bear the strain. But the chief obstacle to her economic rehabili¬ 
tation, and therefore to the recovery of her exchange, has been 
labour unVest. 

‘ In the month of August, 1919, a tentative rate for Berljn was 
fixed at about 80-90| but market conditions soon caused a rapid 
rise in this rate. The depreciation in the mark Vas very largely, 
due to excessive inflation in Germany. Internal political dis- 
furWances mnd her attitude' to the indemnity question Reflected 
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themselves to some degree in hei exchange. Austrian currency also 
showed rapid depreciation, partly due to the bad internal economic 
conaition 5! Austria, but largely to inflation. • 

The Dutch, Swiss, and Spanish rates receded, but those of 
‘ Scandinavia and Denmark moved in favour of London. Rapid 
deprSciation tdbk place in Portuguese currency, largely owing to 
grave political disturbances in Portugal. 

The New York and Montreal rates continued their tendency to 
move more adversely to London, the greater fall taking place in 
the former. The New York end of month cable rates were as 
follow*: 1910, July, 435J ; August, 4.19J; September, 4.19J*; 
October, 4,J6|; Noven^er, 4.01 ; December, 3.75f. 1920, January, 
3.50J ; February, 3.39? ; March, 3.86|. 

As a consequence of the removal, in May 4919, of the maximum 
pi ICC |or silver, the China rates moved in*sympAth^ with a rapid 
insrease in the market price of that metal. The record price of 
89Jd. pel ( unce standaid was reached on lllh February, 1920. 

The rupcv -ose about Sif. in price, partly owing to the rise in 
the price of silver and partly due to* the exdiange vain* of the 
rupee being changed on ^nd February, 1920, from 15 Rs. to £\ 
sterling to 10 Rs. to one sovereign. * 

In the case of the South American exchanges, all four shown in 
the table moved adversely to London, but the Valparaiso rate yras 
still well under parity at 31st March, 1920. 

(c) The last period to be briefly reviewed is that for the year 
ending 1st April, 1921, and covering a period of rapidly falling 
commodity prices. How far seme of the Continental exchanges 
were affected by varying rates of fall in commodity prices in 
different countries, and how far by further inflation, it is not 
possible to form even an approximate estimate. 

A slight improvement towards parity was sho^m in the Fans 
and Brussels rates during the twelve months, though it is to be 
noted tl*at fairly considerable fluctuations took place. *The Brussels 
rate tended to move in sympathy with the Pans rate at a difference 
of 2 to 3 fnyncs under the latter. The Paris end of month rates 
were as follows : 1920, April, 63.85 ; IMtiy, *50.15 ; June, 48.12J ; 
, July, 48.65; August, 51.45 ; September, 52.27J ; October, 54.32J ; 
November, 57.65; Deceftiber, 59.75. 1921, January, 54.30; 

Februajy, 54.37i; Marqji. 55.87^1 . 




344 


BRITISH FINANCE. I914-I92I 


The Berlin rate fluctuated widely, and Austiian currency rapidly 
depreciated. In both Germany and Austria there was further 
considerable monetary inflation, but hi the former cduntry some 
compensation tor such increase was afforded by greater production. 
It appears exceedingly doubtful whether Germany will, eventually 
be able to deflate her currency withojit experiencing grave indrfstriaT 
troubles. The process will be watched with great interest by all 
economists. ^ 

Movements in favour of London were shown by the Dutch, 
Danish, Swiss, and Scandinavian exchanges, with the exception of 
tfie Stockholm rate, which moved adversely. ■ c 

Further deprefiation took place in Italuih and Port^^guese cur¬ 
rencies, particularly in the case of the latter. The Modnd rate 
also moved considerably in favour of llondon, and to above 
parity. ’■ '■ 

Some net ynprovemc'nt was shown by the Montieal and Npw 
York rates, the greater ii-.e taking place in the tonner rate. The 
extreme fluctuations d|UrR.g the twelve months were une-Kpectedly 
wide. End of moijth New' York rates were as follows : 1920, 
April,3 84§; May,389; June,395|', July,3.71|; August, 3 55J ; 
September, 3 46J ; OctobeV, 3 45|; November, 3 49; December, 
3 54i. 1921, January, 3.86 ; Febiijary, 3 86i ; March, 3 92J. 

'^he fall intthc New York rate duiing the summer months of 
1920 was largely due to the preparations being undeitaken by the 
Governments of Great Britain and France for the repayment, on 
15th October of the same year, of the Anglo-French five-year loan 
of $500,000,000 raised in .America during October, 1915. As early 
as 6th March, 1920, it was announced m London that this loan was 
to be repaid at maturity. Another influence operating to depress 
the'exchange during the scconjl half of 1920 was one that operated 
in pre-war years, namely the great exportations of American 
products, such as cereals and cotton, during August, September, 
October, an/i November, which always assume their,. largest 
proportions during these months. ‘ 

•The India and China exchanges all moved considefal,ily in favour 
of London, the reactiiAi frpm the previous adverse tendency being 
mainly due to the great fall in thc'price of silver, which on 1st 
April, 1921, was 32Jd. per ounce stand'ard, as against the record 
pfice^lof 89y. per ounce standard on llt!^ February, 1920. 
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All the South American rates fell materially, the greatest 
percentage movement being shown by the Rio de Janeiro and 
Valparai<llf rates. The Biihnos Aires rate at 1st Apiil, 1921, was 
again in proximity to parity. As in the case of those of other 
countries,,the South American exchanges were largely affected by 
the*demand fer sterling to settle indebtedness due to Imports of 
high-priced goods ordered six to twelve months prior to due date 
of settlement Sterling exchange was '■xarce owing to the great 
fall in the prices of the products of South America, mainly foodstuffs 
and rjiw materials. 

TQ*somc axtent sing; the war terminated, sjreculation in various 
foreign currencies has caused sharp fluctuatrtms in exchange 
rates, biE the iiiflueiicc exerted by this cause has been mainly 
transient. * « 

Nearly all the exchanges have shown, since lfil9, the full effects 
oj unprecedented monetary inflation diiriftg and sinpe the war, the 
movement, being particularly marked m the case of the exchanges 
of those»co ",tiles from \Wiich •Govei'.'Hiejit control of rates was 
removed in 1919, and rates thereaftcA left to /eflect the ■‘ull effects 
of current economic and •financial conditions in tlie different 
countries. • 

Since the above was wntt(;p, and at the time (28th May, 1&21) 
of passing the proofs of these pages for the prmtei* some material 
movements have t^keii place in several of the exchanges. Com¬ 
paring rates ruling on 1st April with those ruUng on 27th May, 
1921, the Freneh exchange has iallen from 56 09^ to 46 55| , the 
Belgian from 53.75J to 46.60, und the Italian Irom 95 87| to 73.37J. 
This appreciation m the currencies of Fiance, Belgium, and Italy 
is partly to be attributed to tourist expcndituie in such countries 
and paitlj' to the acceptance by Germany, on 11th May, witTiout 
re’ ei vations, of the revised indemnity conditions imposed by the 
Allied Cioverninents. The New Yoik cable rate, after rising to 
slightly over 4.00 by the middle of May, had recetfed to 3.91 by 
27th May. This reaction was generally considered to be primarily 
due to Gfyilany buying dollars for account of the Reparation 
Commission. The coal stoppage in thi^ coantry and the beginning 
of forward puichases of dollars for ultimate settlement of the cus¬ 
tomary large imports of’cotton and cereals from America during 
the autumn had probi^ly also some influence in thg reaction? 
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Trade Indebtedness of Europe to United States 

As already stated, the depreciation sterling and the, currencies 
of Great Britain’s Allies, as reflected by the New York exchanges 
on the various centres, was due in the main to the enormous pur¬ 
chases in value that had necessarily to be made during the ,war 
in America of foodstuffs, raw materials, and other goods. The 
following table conveys some indication of the extent of such 
purchases— ' *' 


Trade of the Uniied States with Europe 
«> [In Thousands of Dollars) ‘ 


Year Ending 
30th June 

. Tniports 

Exports. 

Excess of 
Exports 

, 

$ 

$ 

s 

1915 .... 

614,355 

1,971,435 

1,357,080 

1916 .... 

616,253 

2,999,305 

2,383,052 

1917 .... 

,61U,471 

4,324,513 

3.7r4.042 

1918 . . . 

411.57U 

3,732,174 

3,320,596 

1919 .... 

' 372.951 

4.644,938 

4,271,987 

1920 . ; . . 

1,205,74.8 

4.5^8,545 

3,392,797 

* Totals . 

3,831,356 

22,270,910 

18.439,554 






From the above'table it will be observed that the balance of the 
trade indebtedness of Europe to the United .States during the 
six years ending 30th June, 1920, t mounted to $18,439,554,000, 
equivalent to about £3,700,000,000, if dollars be converted into 
sterling at the rate of $5 to £1. 

Extreme Movements in Rates During 1919 and 1920 

The extremt fluctuations in the rates of certain of the fading 
exchanges during the years 1919 and 1920 is shown in the table 
on .tollowing page. ’ , " 

The dates of the extreine rates during 1920 for Paris, Berlin, 
and New York were as follows : Paris, 12th April, 68.10; 5th 
January, 40,85. Berlin, 26th January, 365 ; 26th May, 129. New 
York,^6th April, 4.01J ; 4th lyilKuary, 3.21J. 
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•• 

' 

I’arAy 

1919 

19 

20 

^ Highest 

Lowest. 

Hij^hest. 

Lowest 

Pans 

25 22 

45 30 

25 97 

68 10 

40 85 

ri];uss>eK • . 

25 22* 

42 65 

27 70 

63 10 

40 46 

Tk%lin . . ft 

20 43 

199 

60* 

365 

129 

Amsterdam 

12 107 

ll 87 

9 86 

11 48 

8 73 

Christiania 

18 159 

19 10 

16 57 

26 55 

18 60 

Stockholm . 

18 159 

18 45 

16 20 

18 45 

17 12 

Copenhagen 

18 159 

21 4^ 

17 67 

25 85 

19 65 

Italy 

25 22 

52 20 

30 25 » 

105 60 

50 00 

Switzerland 

25 22 

25 06 

19 15 

23 26 

19 45 

Madrid . 

25 22 

23 75 

19 12 1 28 80 

19 It 

Nc-\^ York .• . 

4 885 

4 781 

3 69 i 4 0U 

321i 

liuenos Aires . 

ft 

47 S8(l 

• 

64d. 

5op;d 

* 73d. 

50Jd. 


It may here be noted that the gnormous fluctuations in 
exchange rates since the conclusion ef peace* has compelled 
traders to protect in advance the proceeds of trade transactions 
payable,in -urrency by< arrai^ging ifjgward exchange contracts 
with banks. . 


Sterling Expressivd as at 1%:mium or Discount 
Since January, 1920 

Probably the best method of presenting to the mind the e!ctent 
of disorderec!»exchanges, and indicating any material improvement 
towards normal, is to express average rates over successive periods 
of time in the form of a premium or discount percentage, as the 
case may be, compared with parity. This is the method adopted 
by the Anglo-South American Bank in showing the trend of different 
rates, in a circular issued monthly by that bank. The table given 
o" the next page has been extracted from the circular referred to. 
Restoration of the various e.xchanges towards parfty, and, therefore, 
improvement in economic and financial conditions throughout the 
world, will be indicated by exchange rate premium^ or discount* 
percentages gradually diminishing. It is obviously to the interest 
of ifll nations that adverse and favourable, exchanges should come 
back to normjl as soon As possible. 

* Approximate. 

‘ Fixed. 
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In the table given,below, extracted from the same source, the 
premium,jnd discount mc,thod is adopted to show the magnitude 
of the highest and lowest rates, and the average rate, for the 
year 1920, 


Country 

Aighest 

Kate 

1920 

, Premuin^ 
{+) or Dis- 
; count (-) 

^ on Sterling 

Lowest 

Rate 

1920 

• 

Premium 
or Dis¬ 
count on 
Sterling. 

Average 
Rate for 
Year 

Average 
Premium or 
Discount 
on Sterling. 

Pans ^ 

68 10 

'+ 

% 

169 97 

40 85 

+ 

% 

61 94 

52 62i 

+ 

% 

108-62 

Brussels . 

63 10 

+ 

15015 

40 46 

+ 

60-39 

50 07i 

-f 

98 *1 

Roni^ . * 

105 60 


318 63 

50 00 

+ 

98-2£ 

76 52 

-h 

203-36 

Berlin 

365 

•+ 

1686 59 

129 

+ 

531-42 

2261 

4- 

1010-49 

Cbnstiani?f . 

26 55 

-f 

46-21 

18 60 

-1 

2-43 

22 53 

-H 

24-07 

Copenhagen . 

25 85 

,+ 

42 35 

19 65 

1- 

8 21 

23 48 

+ 

29-30 

Lisbon 

20id. 


163-33 

6d 

+ 

7^8 89 

125(1 

+ 

322-22 

Bucharest 

320 

’+ 

1168 58 

125 

-t. 

395 54, 

202 67 

-H 

703-44 

lIolsj^iRfors . 

178 

+ 

605-65 

60 . 

h* 

137-86* 

104 67 

-f 

314-94 

Athens . 

49 75 

,+ 

97 22 

25 SO 


0-30 

■A 91 

+ 

34-44 

l^ode’Janciro 

18id 


13 51 

9J(1 

■h 

7(1 66 

14 rd 

7-79 

Valparaiso 

16 \d 

"I- 

10 37 

9bl 

-f 

94 64 

125(1 

H- 

48-46 

Amstenle^n . 

ll 48 

- 


. 8 73* 

»- 

27 89 

10 69J 


11-63 

Madrid . 

28 80 

■+ 

14 17 

19 ip 


54 28 

23 24 

_ 

7 87 

Stockholm . 

18 45 

+ 

1 60 

17 12 

_ 

5?2 

17 90 ■ 

’ _ 

1-43 

Zurich 

23 26 

; 1 

7?9 

19 45 

- 

22-89 

21 701. 

_ 

13-95 

New York . 

401? 

- 

•17-41 

3 201 

- 

34 10 

3 65J 

_ 

24 84 

Muiilreal 

4 56i 


6 19 

3 69 

- 

24 17 

10 A- 

_ 

15-72 

Buenos Aires 

73d 

- 

34 77 

sopi. 


6 17 

,59!d 


20-43 

Monte Video 

76d 

“ 

32 8f 

49|<1 

-f 

2 64 

59id 

• 

- 

14-04 

• 


The average rate for Beihn reflects to a considerable extent 
the excessive issues of paper currency by Gernwny since 1917, 
particiihus of which are sliowa later. 


Expansion in Paper Issues 

rhioiighoiit the war, and sincet the extent of depreciation or 
aplireciation of the various foreign currencies Jias been largely 
determined by the relative degree of monetaiy inflation in different 
countnies. Any mateiial increase in the amount*of credit and, 
cilrrency, without compensating increased prodiictioil, as is fully 
explained ib another chapter, is invariably accompanied or follotied 
by a rise in home prices, which naturally ^ends to reflect itself in 
exchange rate*. It may here be stated that an expansion in bank 
credit usually precedes any great expansion in the amount of 
outstiyiding currency. • file lattSr 4s largely a consei^uence of ^he 
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former, though economic conditions have some effect on the 
amount. 

The enormoui increase in the paper currencies of various countries 
since 1914 is shown in the tables given on the next two pages, the 
figures of wliich have been extracted from the monthly Bulletin of 
Statistics issued by the Supreme Economic Coun'til. In some 
countries it will be observed that inflation has now been checked 
(including the United Kingdom),;n others that it is still proceeding, 
and in others it is difficult to determine whether the turning point 
has yet been reached or not, owing to fluctuating amounts of 
outstanding notes, ppitly due to holiday reqiiiremcnts'tcmpofarily 
absorbing additional amounts of currency. The figures clearly 
prove that Germany and Austria have been the worst offtnders in 
depreciating their currencies by increasing the number of units 
of available purchasing jlowej'. It is also interesting to observe 
that the outstanding note issues of all the neutral countries hawi 
materially increased since 1914, in their rase the increase being 
drawn into circulation by^tfic rise' in world prices causcfi by the 
war and deliberate iruflation iii the belligerent countries. 

On several occasions during the war ,it was pointed out by 
ecoivomists that the great and growing amounts of paper issues in 
European belligerent countries would, make it exceedingly difficult 
for such countries to restore their exchanges to normal after the war. 

The Fjjture Course of the Exchangi's 

It is obvious that any attempt to indicate the course of the 
various exchanges during the next feiv years and the period of time 
that will probably elapse before rates again fall within the pre-war 
customary gold points would be mere gues,s-work, for the course of 
the e'xchanges for many years to come must necessarily be largely 
governed by the .policies the Governments of different countrfes 
adopt in such matters as making revenue balance or e.xceed expen- 
^diture, deflation, trade barriers and tariffs. Industrial strife will 
also oljfviou^ly have a material influence in retarding economic 
recovery. It will retard increased production at prices ,t|ie general 
public can afford to payl All such influences were fully considered 
by the International Financial Conference at Brussbls in 1920, a 
brief review of the proceedings thereat being given in later pages. 
OtHer tirtfluenres that will affeot the exchanges are variations in 



D O 


g U 

H R 

55 ^ 


D 

V-* 


rt O , 

W , 


Ui l-c 

4) O c 

ja cihOj 
i:* t: 
OPh 3 




§ o 


0 

r. 


O — O — « 10 
r> <35 00 o 
CO V 00* CO r"" c^‘ o' 
o — 05 10 CO 00 r^ 
•- c^ r»* ’«** c^ 


00 r' i-»co CO '-' CO 

CJ O CO C^ 05 00 
I 05 CO 05 CO O ^ r>. 



I ^'r>rc 


I ^ r> o r>. r> CO 00 
-t o 05 r>* 00 
^ ^ CO CO >o 


t:> ^ ^ O O'*i'CO » —CO 

CO »-• 00 04 Cvl CO CO 00 »«COC^ 
005CO^O«—torn dioic 
w •- co' w CO* r>‘ ic oo* ic CO* r*r 
cor>»coic'ocoooo iow05 
CO CO CO CO CO CO CO »/5 IC W5 ■»!* 


^0'-<0^<505CO 
—'<J5COCOCO*CO-^ 
10^0'--0^00 05 ^ 05 
r>*‘ 00* o* CO* CO* o' 10 * c^‘ 
M-r’?r05co05i/5oo 
--•C^COCOiCOt^CO 

OOCOCOOCOC^CD 
-r 01 05 O O 'O CO 
co^ r» o o Cl (M 
•-* r>' CO o t>.‘ o* -•* 05* 
O5'^«oocor^»/5oo 
^r- -N CO CO C- 

eo'i’^dc^cocoo 

CO 05 00 <J5 >0 10 O d 
05 d d_^ <35 05 CO l> 
05* cS" CO* d' 05* ■^‘ o* o* 
— d-t«i/5COCO<35^ 


d’^'tCOd'td-*!’ 

■^coo5iorNOOcoco 

1^5 CO <35^ 05 

CO* CO* d* r^* CO* <35* o' CD* 
d0coco<35005^ 
d 10 to CO Cl -1* 10 


(>>r>coio<35coco'»j' 
OCl'^—■rfCOClCO 
Tf 03 O__C0 «-i i>. 

CD* -f* iScO* C>* lO* 10 * 
CO «o 05 CO ■rr CO 'o 

louoiocoio^coco 


00 ■<}* CO '-. - 
I ‘OO CO O CO CO 
I CO* d* d* 1/5* 00* d* 05 
CO «/5 -t d O 
d 10 CO t>» 


00<35O5CO — 00»-« 
0c00 1>'05 05i00 
< 0 ^ .-H CO CD »/5 — CO TT 
05* CD* 1/5* 05* CD* O* r^* CO* 

d CO CO CO r^oo 


COOOCOCOOOW5—'CO 

^-tCOU5ddUO-H 

<35^C0'^<35CO00COO5 
O O* »0 ■-•" 1/5* CD* o' d* 
■o'd-^'-fcodcoco 
00djrr>O'-'»-'C0 
«-> d* d* d* CO* CO* CO* CO* 

-f'^^'i'dcococo 
CO CO -n* «0 05 U5 1/5 CO 
CO_^d__^__<35^’«t O O d 
10 K ■'t 1/5* CO* d* 05* 05* 

dcoi>» — loraCsoo 
cococor>>t^f<r^r>. 


CO 05 
d 10 •- 
ic 

«/5' «o‘ CO* 

t>. — — 

d CO 


COd 
^ »c r> 
1/5 O U5 

o* r>* o* 

r>. ic 1/5 
t" r> r* 


1 s -:-1 i 11 s- M 


5 CO CO d n» 

5 r> CO CO 

5 CO CO <35 O • 



coc50dor>»*t'«/5 0 
COCOOO(350'VCD 
co__d__05^'-' <r. 00 to CO 
d* 10* 00“ d* t>r -N (3>* 

<35C0’r'*!j’C0 05 05O 

iococococococor> 


00i~'Tt'(35'“'O5l/?i~' 
tors — co<35CO—o 
d co^co__G0_^r> 00 d ■'T 

^* 05* CO* CD* CO* 00* 05* CO* 
G0<3500000^ 


CO o — 


lO CO «/5 
CO 1/5 
O d 


CO 1/5d — d CO ’'t d CO d 10 d ^ CO 05 CD CO 
0400M‘l/5d — -^05r>«c0d OOOd 

I 00 CO* O* d* CO* CO* r>* » <35* 1 / 5 * 00* ^ CO* U5* <75* r^* d* CO* CO* 

COOt/5 — di/5C0 dCO-tfCOtOlO-fCO •«rcO'^ 
d CO CO CO CO CO CO « CO CO CO CO CO CO CO 

A 


. £■• • >'*&'• 

. ^S-8 

i .... Siiissii 411 

ii 

g CO ^ to «i rH CO 05 o o ^ 

<35 (35 <75 05 <35 05 05 S? S ^ 


iipj 

Za«=5 










Statement Showing the Fluctuations in the > 


^ Ou 

UI “ 

rj -3 r 


r^oooooocT' — CO 

COCOGO<Xi»CCOOiN 
t — 

CO o* Qo‘ CO a> oo' oT 
-c^coior-ojcotN 
-H CO 


001 C a> 30 lo o O) r> 
CO'rCO'OMOlt^M 
1C !N ic ID O) (>• 0> ic 
o’ CO* 00* CO* CO* of ic“ 
— W-H--C0*1<IC1C 


O — COICOOCOM 
OOlCC^-^TCOO 
CD IC M 01 
CO O* *T* -^* ic* On* <71 0»* 
CO -<1 CD 00 -^jc 


oOTf-rNco-^ — MO 
CD -r o o -t t>* IC lo 

OIOO-^OCOOIO 
<■ K 00* V ’t CO* -f CO* 
r^(>*cooi—‘coicr^ 


CO <D -f — 01 X 1 C X 
'c CO M CO Oi 01 -r -f 
tCi*-l CD -r ^ -D -r -71 


X 01 X IC X X ~ IC 
oictj-T^ — crjco*- 
X X 01 — X — IC 01 


*'/j IC 01 O O) -t Oi X 
r-' IC — !-> 01 X CO O' 
<j> -r o cn — 01 01 IC 


o a* pH X X 01 X X 
oi r> T 011 '. o X 01 
-r -T 01 X O' o — ij> 


X X — X X 7) — 'C 
•c 01 IC Oj X O' X -r 
ot-t — — oxx 


02 o X X X 

O ^ 04 *-1 O 04 

— CD 02 X X 1 X rr 

XM X 

'sr 0 

'-’jX 04 

1 ^ 02 02 X 1 X* X* 

t'- f> X 02 O X ^ 

n X XX 

X X 0 

X TP 

02 xt>>r>xxors 

XOl-^OX-^XO' 

iC 04 XXt^'^ 02 X 

**■ 

04 X 0 

F-I (M X 

0 02 -H 

'^r X IC IC X X X 02 
X X u^x x X X X 

0 0 x' 

CD X X 

0 

004 IC 02 X — 0104 
'f^Oi-^tOlXXO 
X ^02 — XOX"^ 

X IC 

X IC -P 

Tp O' X 

o' o' x* x* 02 * oi o' r>* 
't-T'XOl — oioi-^ 

X X 0 

04 — 04 

— XiCXt'-OOlO 
I'' O O —• X 04 02 X 
X t'. I'. X X 01 o 

— X <1 
r> 0 X 
„02 P> 02 . 

-^X-tiD-^XXX 
IC x X X'nD CD CD O' 

— X 06 

P' X X 
-,r-- 

X CC CD X 02 X X 
x-rx-^-oix-TT 
02 02 — o IC X p' 02 

t* 

X 0 

X r>. 01 

X O' -p 

r'XXX 02 02 Xo 
XXXXXXXt 

O' O'* 02 * 

X X cc 

X — 02 X o -r -r X 
OO-TXOIXOI — 

-r oi X 01 X 02 X 01 

— 01 X 

X 0 01 

X 01 X 

r>.’.—■ 02 o X 01 01 

XfX’Tt’tTT 

1 '' X* 02 * 

X c« X ! 

X X IC « — —> O 'D 
i> O 01 X 'D X 02 r>. 

Vi o o -r x x — x 

C 02 02 1 

01 X 02 1 

IC — X 1 

01 x* r 'c CD x x X 

01 01 01 01 01 01 01 Ol 

XXX 1 
010101 

X X 1 '' X 04 -t X X 
t-A 01 -t X X -H -r 01 

X — XOO—X 02 

02 0 X 

0 X Ol 

0 01 P> 

X 02 X O — 01 o o 

01 01 01 X X,X X X 

02 X X I 
01 01 01 1 

— 01 02 p'- 02 O X x 
-T -r X X x — X -r 

X T O p' X X X 

01 X — 1 

-P X 0 1 

X P> -P 

X -r IC -r X X 02 02 

X X X X X X X X 

02 O'* x* i 

XXX ! 


X o o o o o oi o 
TJ I'' 04 X 01 OI X O' 
X IC X 01 t'' -t* 'C O' 


'0 -r 7) o oi X 04 o 
oXi-oC’-t — xr* 
X K IC -r 1'' X I'* 

x* r>‘ of IC T: —* x* -t* 

O 02 O — 01 X X -I* 
^ 01 01 01 01 01 01 


(irC C £- ^ g J3 

c 53 cu^ b 

rO Q/i Q I—)1 l( 


sx*^icxrsxo>o o • 

02 05 0) 02 02 02 X O) 02 

a.” 


At the end of Jun^ 

At the end of December. 











FOREIGN EXCHANGES 


353 


price movements in different countries (largely dependent on 
monetary deflation and production), the medium employed for 
inteinal cun*ency, and the ineans adopted to liquidate international 
trade balances, Anotlier important factor, the effects of which 
‘on the vari*iis e.xchange't cannot possibly be calculated beforehand, 
will be the sefies of indcmiifty payments yet to be made by 
Germany. Not only will the direct exchanges with Germany be 
iiifocted by such payments, but movements will also indirectly be 
caused thereby m the e.xchanges between other countries, on 
accouiiit of the moie oi less inteulepcndcnce of all exchanges. 
Ihit i#>twithstandmg the imjiossibihty of forecisimg the probable 
future coiijse of the excjianges, for reasons stated'above, yet broad 
statements may neveithelqss be made with a ceitam amount of 
truth. 

1. S,ubject to world-wide peace, jestc^iation* of international 
coAlidence, cessation of continuous industrial stiife in various 
countries, iV balancing of National Budgets, giadual deflation, 
both by fedutioii in av.iilable *unils of puuhasing power and 
increased production, opening of the leading .financial cfntres to 
foreign loans and siibscijption thereto by the investing public, 
freedom pi mlernational tr.icle, and a piu'e level and rail's of wages 
that permit the working classos to enjoy a leasonable standard of 
living, the various e.xchanges should in the course f.f a few y<»ars 

'“be in proximity to •their pre-war parities. Eveiy country must 
ultimately work out its rei overy for itself, and hqimlate the inflation 
harvest. The smaller impoverished countries will rcquiie some 
initial help. 

2. The interest factor in pie-war times was the mam goveining 

influence that tended to njaintain exchange lates near their resjiec- 
tive panties. Jfy variation, it deteiiinined the amount of floating 
foreign balances in different couiitiies, and the ijiflow of foreign 
money for temporaly oi peimuient investment. It will piove 
the moift powerful factor in future m liquidating the present appre- 
ciafion or depreciation of the various ciinencies after international 
and qidiistritil peace is fully restoicd. * 

Gold stocks, in pre-wav times, funcUoncM as a barometer, so 
»to speak, that compelled interest rates so to be varied as to ensure 
a sufficient supply of commodities for eveiyday consumption. 
Alteration in interest rates regulatecbthe due distributi»n of laiofir 

9 • • 


23—(1723) 



354 


BRITISH FINANCE, 1914-1921 


between production of goods for current consumption and produc¬ 
tion of capital plant. Gold in itself, without the interest factor, 
was powerless to act as the regulator of economic conditions. 

In an economic sense, an effective Bank Kate may be defined 
as that charge (on which other interest cnaigcs arc based) on the 
community necessary to regulate the sujiply of floating commodities 
according to the current standard of living. In pre-war times, 
when there was temporary ovt'r-prodiiction, usually evidenced by 
a trade sluniji, a reduction in Bank Kate, sooner or later, followed, 
pnd indirectly eventually redressed the position by causing a 
diversion of labour from production of 'goods for airrerit con¬ 
sumption to jirodiiction of capital goods, i.e. new mills, extensions, 
plant, etc., and vice versa when Bank Rate was incicased. 

3. The New York-j'.ondon e.xchange is in reality the main tiunk 
line of exchauge between America and Europe, foi a large pro¬ 
portion of indebtedness between the Continent and America is 
eventually liquidated via London. Drafts diawn on London are 
sent by the Continent to Anierica for imports from the latter, or 
steihng is by order transferred m London to New York account. 
Therefoie, until there takes place a coirsiderable improvement in 
the financial conditions generally of the Continent, it is oxeedingly 
improbable that the New York-Lvindon exchange can approach 
near to parity. Apart from indebtedness caused by tiade tians- 
actions, this important exchange will also be" influimced to a con¬ 
siderable degree' by the method eventually adopted to liquidate 
the present enoimous indebtedness of Eiiiopean Governments to 
the United States. If such indebiedness be eventually funded in 
the United States, such action should be accompanied by marked 
iirinrovemcnt m the New York-Londonuate. 

4. Notwithstanding that the course of the New York-London 
exchange will in the near future be largely governed by financial 
and economic conditions on the Continent, and the action taken 
in the matter of European Government indebtedness to the United 
States, there should nevertheless take place a gradual improve¬ 
ment in the value of sterling in America and in the fewjother 
countries in which sterling is at prijsent at a discount, provided 
Great Britain’s adverse trade balance is more than covered by, 
invisible exports. When international trade revives, such net 
favcAirable 'balance is likely to exceed £100,000,000 per anruni. 
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5. Any serious attenjpt by any of the larger nations during the 
next ten y^'^ars or so entin^y to replace internal paper currency 
by gold coin, or to support by the pre-war customary percentage 
gold basis the great amount of bank credit that will still remain 
^fterjreasoiPdble^ deflatioif, would have far-reaching effects on inter¬ 
national trade, the various excKangcs, and social conditions. High 
interest rates would tend to be maintained in consequence of 
efforts to attract gold from abroad,‘when•economic conditions and 
the state of production warranted lower rates. A continuous 
struggle between nations to attract gold by maintaining high 
interest rates would jifobably eventually cause* cjimmodity prices 
to Tall belflw the pre-\tar level, and during this process tend to 
create more or less co/itmuous industiial strife, for money wages 
would have to be repeatedly reduced in the ab*ence of compensating 
increased production. Between 31st •December, lfil3, and 31st 
December, 1920, bank credit in the United Kingdom* expanded by 
about 140 p. i cent., and on the Continent, in certain countries, 
the percentage increase was considerably greater. In any struggle 
for gold, England will be in ^ preferential position, in fliat over 
60 per cent, of the world’% total production is contributed by the 
British Empire. • 

During the war, the world’s production of gold rapidly decreased, 
but the proportion contributed by the British Emjllre showed’an 
mcrcasmg tendency.* For 1913 such proportion was 65 per cent. ; 
for 1914, 62 per cent. ; for 1917, 65 per cent. ; for lbl8,65 per cent.; 
for 1919, 67 percent; and for 1920,69 per cent. The diminution of 
gold output during the war was* largely brought about by increased 
cost of production, which was unaccompanied by a corresponding rise 
in the value of gold, but die table given on next page shows thi^ a 
stationary tendency in production “ had already disclosed itself 
during the five years 1910-1914, and therefore the future course of 
production was, even before the war, an uncertain factyr. Previous 
to 1910, it will be observed from the table, there was a very rapid 
expansion ia pr&duction since 1891. 

It ib very‘obvious from the tendency ofjjold production since 
1910 that, unless there ‘be .consideraBly increased production 
•in immediate future ye»rs, the restoration of an effective 
gold standard in various countries cannot take place for g. 
long pcS-iod of time, particularly ij banks attempt *to je^tojre 
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World's Production of Gold 


■ 

VahiC of Production <' 
(in Million ) 

Year 

j Auniuit. 

Pive Years ^ 

1891 .... 

27 



1892 .... 

30 



1893 . . ‘1 . 

, 32 


167 

1894 .... 

37 



1895 .... 

41 



1898 .... 

42 



189,7 V . . . 

49 



1898 .... 

59 


269 

1899 .... 

(35 



1900 .... 

4 

51 J 



1901 . . ■. . 

55 ] 


WXi't . ... .- 

(31 


■I9ua .... 

87 

332 

191)4 .... 

71 


1905 . 

78 . 


190fi .... 

82 J 

! 

1907 .... 

8.5 

' 

1903 .... 

91 

t- 

4t6 

1909 . . . ‘ . 

91 



1910 .... 

94 , 



,'911 . . . . 

95 J 



1912 .... 

98 



1913 .... 

94 


•' 473,. 

1911 .... 

91 



1915 .... 

97 



1916 .... 

, 93 



1917 .... 

87 



1913 .... 

79 


404 

1919 .... 

75 



1920 .... 

70» 

I 



their customary j)ie-war percentage basis of gold lo deposit 
liabilities. ' , 

What the requirements of that great permanent absorber of 
gc'ld, India, will be in future years is not possible' of' estimation. 
That her demands for gold^vvill be great is obvious from the folfiiwing 
extract from a paper read by Mr. G. Findlay Shirras (Director of 

i 

^ Subject to slight correction. 

* The figures in tiie above table have reference only to the standard value of 
gold^thf premium on gold dunng^aud since the'Svar being ignored, t 
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Statistics, India), before the Royal Statistical Society on 15th 
June, 1920 ; “ The pre-war average net impoits into India of gold 
bullion weW £7,000,000, afld of sovereigns £12,000,000, a large 
part of which was used for melting down into jewellery, required 
‘for social ajid industrial pm jioses. In the five war years ending 
*31st*Maich, ltrt9, India was jiot permitted to take gold in any 
quantity, as it was considered not to be in the inteiest of Allied 
fyiancc. The aveiagc net imports in^t his period weie only £5,000,000 
a year, of which £2,000,000 were soveieigns, the remainder being in 
bulhoiv and coined gold other than sovereigns. The yearly average 
supply of gold for private needs was rcducee^ to a figuie beloTi' 
that of any of the preceding 25 years, except fatnine years. . . . 
In a tablwfurmshcd by Mr. Shirras, the following ligiircs weie given 
to show the great pre-Afar’absorption of go’/l by India'— 

• .* 

^ Nkt Absorption of Gold (both CofN ANf) Bulhoi^ by India 
{In Thousands of £ Sterling) 


I 


1873 -74 
1.285 


Avoraj^e of i-'ivt* Wars Kiuling 


- 

I87.S-79 

1883 81 

1888 

• 

,594 

3,394 

2,297 


1S98-9' UHI3 4 | 1908 i)9 
e.ftau 1,307 I l(),()(57 


1910 11 


18,127 


• . • 

V These figures clejirly prove a rapid progiessivc absorption of 
gold by India*since the nineties of the last centijiy. 

Egypt was another country that, in pre-war times, annually 
absorbed large amounts of goid. 

In the course of his lecture, Mr. Shuras cxjiresscd his opinion 
that the price of gold in the open market was likely to remain at a 
high level for a considerable time. . All countries weie anxioift to 
secure as much gold as possible, and to dellate at the earliest 
jiossible ojiportunity. When eveiything was coiisideied, induding 
the po»sible falling olf in the output of low-giade iifines, the con¬ 
clusion airivei^at w.is that the pre-war luicc of gold in the open 
market was.not likely to be realized for several years. . 

6. In the case of France and Italy, botl» these countries during 
^ the war lost for the time beiifg their ciistomaiy important invisible 
exports occasioned by the ?xpenditui e of tra\ ellers whilst sojourning 
therei^. Since the warJ:erminat«l,Jiowever, considerable nuinbeis 
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of foreigners, especially American tourists, have visited France 
and Italy, largely with the object of viewiilg the great battlefields, 
in particular in France. Such invisible exports in tht'future will 
prove of material aid in accelerating improvement in the French 
and Italian exchanges towards normal. , , 

7. One of the most important factors that will determine the 

course of the various exchanges in the near future, and retard 
improvement towards normal meanwhile, will be the length of 
time that elapses before the present stocks of high-priced goods 
are absorbed by consumption. If the merchant houses and retail 
fiade, at home and abroad, refuse to reduce prices of-their ecdsting 
stocks proportionately to replacement cost, t’he process ijf clearance 
by the ultimate customer will be slow, and credit liquidation and 
unemployment will Ijc correspondingly jfrolonged. The human 
factor, the disincimatioF to cut losses after a severe reduction in 
prices, is one/if the wolst fruits of inflation. In consequence,,an 
enormous amount of bank and commercial credit is solidified in 
stocks held by traders axd book debts.- .Such solidificatwn reflects 
itself in ?n inequality betwekn the decline of prices and the much 
slower decline of bank credit. • 

As soon as the greater p.irt of the present stocks of hij;h-priccd 
goods have passed into consumption, there .should follow .some 
considerable increase in the volume of international trade, which 
will tend to reflect itself in an improvement in tlie various exchanges., 

8. And, finally» a factor that must partly determine the time 

that will elapse before the restoration of certain exchanges to normal 
will be the policy eventually ado,pted by Great Britain in the 
matter of the great loans she made to her European Allies during 
the war. If such loans are not canccljed, payment of interest 
thefeon and periodic instalincnl,s of principal will retard appreciation 
in the currencies of several Continental countries. • 

It is therefore clearly obvious that there arc many variable 
factors that will influence the course of the exchanges in thc> future. 
But, in briaf, it may be said that the future course «f the exchanj-es 
wilt be largely determined by the restoration and maintenance of 
word-wide peace (intoFnaUonal and industrial), hard work, the 
restoration of sound financial systefns in all countries, and the, 
removal of bairiers to international trade, for such factors are 
basic^in theij ultimate influence on the exchanges. The absorption 
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by consumption of present stocks of high-priced goods, and the 
liquidation of credit thfit will follow, is but a matter of time. 

•• • • 

Overseas Trade Balance 

• It has bjen already ipdicated that the main factor that caused 
*tlie neutral c.xchanges to moye adversely to London during the 
war was the rapidly increasing adverse trade balance. Purchases 
qf foodstuffs, raw materials, and finished goods at rapidly rising 
pi ices had inevitably to be made abroad, paiticiilarly from the 
United States of America, largely on account of war requirements 
of Gr«at Britain and Ivr Allies. It was not possible to offset tlfc 
msreased yaliic of imports by increased value oi exports, because 
a laige jmrt of the man power of the United Kingdom had neces¬ 
sarily to be diverted tb tile armies for figlding purposes, for pro¬ 
viding munitions, and other essentia) war cq;uipmenl, and for 
piji'forming services accessory to war*. Cdnscquenlly, the balance 
of trade di 'iiig the war movc'd increasingly against Great Britain. 
The mcu»as, d balance wcfs only presented from fully leflectmg 
itself in the neutral exchanges by the operalions of fhejsxchnnge 
Committee in London, to which reference has alieady Ijcen made. 

It has also to be borne in mind that tl(e neutral c.xchangcs, like all 
ofher exchanges, were affected to a material extent by the inter¬ 
ruption and diversion of international tr.ide frqm its pre-war 
\ ciistomaiy chamiel'j. 

The value ot the total imports, total exports (including re-exports) 
and the trade balance of the United Kingdom since the year 1910 
are shown in the table on following page. 

The main features disclosed by an examination of the amounts 
in the table arc as follows—• 

m 

(a) The value of disclosed impoits increased lajndly from J915. 
The amount for 1918 exceeded the amount for 1913 by £'547,416,000, 
and the amount for 1920 exceeded the amount lor 1918 by 
£620,S®1,000, or a total increase since 1913 of ;^1,168,007,000. 
(\arious restrjptions Were placed on impoits during the wai, but * 
they were* jlf abolished on 1st September, 1919.) , 

(h) The value of disclosed exports decraftsed during 1914-1918, 

^ but increased greatly during 1919 and 1920. The amount for 1920 
exceeded the amount foi* 1918 by £1,025,611,000 or for 1913 by 
£923,^55,000. 
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Vmue of Imports and Exports (United Kingdom) 


AT'cir 

Total 

Impoils t 

Tptal 
Exports " 

Exccs^.'of Imports 
Over Exports 

1910 . . 

L 

078,2.57,024 

/ 

531,115.917 

i 

144,111,207 

1911 . . 

680,157.527 

.>56,878,132 

' 12.3.279.09.> 

1912 . . 

744,610,631 

598,961,1.30 

145,079,501 

1913 . 

768,73 1.739 

63},82(>.326 

1.3.3,914,413 

1914’ . . 

090,035,11.1 

.526,195.523 

170,439,.590 

1915’ . . 

851.893,3S0 

* 483,9.30.629 

367.962,721 

l?Ifi’ . . 

948.506,492 

603,845,885 

344,660,607 

19.7’ . . 

1.004,104,678 

.596.757.207 

467.407,i7I 

1918 . . 

1.316.150,^)03 

.5.32,361,078 

783,786,8;>5 

1919 . . 

1,02(^,1.50,212 

963,384 677 

662,77I,.5.‘l5 

1920 . . 

1,030,742,120 

1,557,971,981 

378,767 136 . 

The above figures are exclusive of Bullion .and, Speci 

e. 


(c) The excess Value rtf imports over exports increased irpully 
during 1914-1.918, but diminished greatly during 1919 and 1920. 
A large part of the disclosed increase in the adverse trade balance 
was due to the great rise iil prices after the commcncemcnl of the war. 

In pre.'war times 4he excess value of imports over exports of 
merchandise was well covered by invisih’e e.xpoils, i.e. payments 
due from abroad to the United Kingdom for shipping, ipsurance, 
banking, and other services, and interest on foreign investments, 
in fact there wr; an invisible balance in favoiii of the United King¬ 
dom of, roughly, £200,000,000 per annum, vlmh.wr.s .absorbed 
by additional investments abroad.* During the war the trade 

^ The values of the Tin]>orl'5 rejircsent the cost, insurance, anil freiKht; or, 
when ^oods arc consigned for sale, the latest sale v.iluo of such goods 

* Tlic values of the Exports represent the cost -uvl the charges ol delivering 
the goods on board the ship, and are knoHii .as the “ fna* on tx>ard " values. 

* ijhe figures for the penod from August, 1911 June, 1917, inclusive, 
include, in the case of imports, .ill Articles of food, Init do not include other 
goods which, at the time of importation, were known to lx- the property of 
fIM Government br the Governments of the Allies In the case of goods 
exported, the figures ior (his penorl iiudude goods bought in the 
Gutted Kingfioift by, or on Indialf of, the Governments of the Allicspbut do 
not include goods taken from British (»overnmenl stores and depots, t-or 
goods txuiglir by HM Government <ind shipped on Goverf pent vi'ssels 

^nce July, 1917, the figures include merchandise imported ry exported m 
public as well as in private ownership, except exports for the use oi His 
Majesty's Forces on active servin' , 

* liefore the wsar, for the five ye.irs 190^ 1913, the advefso trade bal.ance 

averaged /I40,000,000 per annum Ihc mvisilic exports for the same period 
were estini.ited at ab^mt j{^350.000,000 pi'r annum, leaving excess accumulations 
of eapUal abioad of at least jf200,00f>,(K)0 i>cr anni^m. ^ 
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balance obviously considerably exceeded the amount of invisible 
exports. For 1919, hhwever, the difference between the two is 
generally cifnsidcred to hav5bcen small, owing to (hc'great increase 
in shipping and marine insurance earnings, and notwithstanding 
‘ reduced inijonie from inijestments abroad. But for 1920 the Board 
’of 'l^ade estiiiAited invisible exports to have exceeded the adveise 
trade balance by about ;£165,000,000, the basis for such estimate ^ 
Ijeing shown below—■ ^ ^ 

1920 I 

Excess of Imports over Exports of Merchandise. . 378,800,000 

Subtract lixco^s of Exports of Bullion and Com 

vJucd at "about . . . 13,500,000 

• • _ 

• • ?t35.300,000 

Invisible Ibxpoits - , * £ 

Net National Tneome *froin Invest- ^ 

moiits abioad . . . 120,000.000 , 

Banking and Other St ivacs . ^40,i)00,000 * 

i^hipping services* . . 34O,(Hf),OO0 * 

- - 5()0*000.0('0 

Net BalauAj n .'avoiir of Unitt-d Kin|;dom * f ^ . 1 OS.000,000 (about) 

• - —. — ss a 

The restoration of a fav<iiirable balance of whatever amount 
(when invisible exports ;tie taken into,accouiit), so soon alter the 
termiiiarton of the wai, is exceedingly gratifying. If was diiei in 
the mam, as already shown, to a greater increase in high-priced 
^ tsxports than in iin])orts, notwithstanding the actual quantity 
expoited in 1S20 w’as less than m 1913, as explained later; and 
to very great receipts fiom shipping services When international 
trade revives, a favourable net invisible bal.ince of at least 
£11)0,()()(),(lot) should be m.iintained in future years,^ though the 
amount may vary considerably each yeai until some stabilization 
of the price level. The*grcat fall m freights will leflect itscJf m 
the total ainifunt of invisible exports, but will probably be more 
than compensated for by a lesser adverse tiade Balance. 

So 4ir the disclosed overseas trade figuies h.ive b^en considered 
fr iin the value standpoint. In view' of the enormoiis mcicase in * 
the value ^if f^^iports since 1915 and the cnoimous increase in^the 
vahfe of exports dnimg 1919 and 1920, it ^s staithng to find from 
• , • 

' Tlic Board of Trade Journal, 3rd February, 1921. 

* Heforc the war, freight.ij^ receipts were es'tiinatcd ai aliont 100,000,000 
per .iiiiuiiii 

• Fej 1921 the true iic^ balance iRaji bo slightly adverse^ 
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figures that the annual volumes of imports and exports, even in 
1920, wore actually less than the volumes in the pre-war year 
1913. In thd following statement, rMiich was prepAY'ed by the 
Board of Trade, in reply to a question asked in the House of 
Commons in November, 1919, there is shown the total estimated' 
weight of imports for each of the.years 1913-1918, exclusive of 
certain goods imported on Government account, as cxpl.ained in 
the footnote. 


Period 

Value of 
Imports 1 

ICstirnatcd Weigiit 
of Ini[7i)rts ^ 

Avc'rage A'aluo 
' per Icn 

Year, 

' i 

Tons 

* i ■ 

1913 . . . 

768r735,000 

54,548,000 

M 

1914 . . . 

. 696.635,000 

46,.368.000 

15 

191.5 . . . 

S51.8{'3,00(y 

45,470,()()() 

19 ’ 

1916 . . . r 

948,506,000 

4 1.356,000 

2.3 < 

1917 . . . 

1,0(74,165,000 

33,957,000 

31 

1918 . . . 

1.3I6,151.0(’0 1 

« 1 

35,167.000 

.37 


The following particulars lelating’ to the volume of overseas 
trade for the years 1919>and 1920 compaicd with 1913 were 
piibli.shed in the Board of Trade Journal dated 20th Januniy, 
1921— 

Tkaue or 1920 (.'oMrAHFD Wiiii TiiAf or 1919 

Considering first the coinpun-son of the trade of the year 1920 with that of 
the preceding year, tak* ii as a whole, the values as declared w'eie as follows- - 

1920 1919 llUle,l^e ill 1920 


« Thoiisaiifl I 'llious-ind ^ lliousaiuJ f_ 



Total Imports * . . ; 1,936.7-12 1.6267.156 310,566 

Kc-Kxports .... 222,406 161,746 ‘ 57.660 

Exports (U K Moods) . 1,335,569 798,638 5.3(4.931 


- - . 4 <t 

4 % 

The comparison of these two years, whin the goods are (Vvkiflated at the 
average values shown in the 1913 records, yields tlie following*rosults-t • 

« 

« 4 

* The figures for the period from the bogilining of the war»up to July, 1917, 
include all articles of food, hut do not include piher goods which at the tunc * 
of importation werc^ known to be the property of Ills Majesty's Government 
or ^he Governments of the Allies. u 

* ft ** 
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Value on Basis of 1913 Prices 


• • 

Tia(leofl920 

Trade of 1919 ^ 

Trade of 1913. 

Thousand £ 

Thousand £. 

Thousand / 

Total Imports • . 
Kc-h xports 
l-'xixtrts (LI K (ioods) 

» 

o:;9.274 

93,909 

372,173 

379,783 

85,723 

288,105 

738,735 

109,537 

525,254 

I'or convenience, tin 

• 

-.0 resull*A may be 

• 

stated in compar.itivc form as 


follows— 


• * 

Voluiuc ' 

of 'Lrade 

^ Average Thicc Level 

• • 

For cent < 

Ilf Unit of 

■# — 

1 Fer cent of 

that of 

• 

1913. . 

1913 



• 




_ _ __ _ _ _ _ _ 

1920 

1919 * 

i .1920 

1919 



i__ 

1 •_ 

_ 



• 

• 


'r^tal Imports .... 

88 1 

88 1 

2ff5 

240 

K('-h'xjiorts .... 

90 3 

78 2 1 

225 

192 

h'xports i' goods) . 

• 70 9 

• 54*9 : 

• 

358 i 

277 


\\\‘ sro, .u (oiilingly, that inipcgls iii 1920 U(,'rc greatri lota! volume 

than in 1919, being 11 0 pc’^dut less Ih.in in 1913, that ie-i.*xporls wcie 
about 15 ]HTe(“nt more than in 1919 and I(,*perient less than in 1913, and 
that, takjig the ye.u 1920 <is <i whole*, the'* cxpoit ti.uU' showtyi an expansion 
in volume (ompared with 1919 of 29 per eent, but wa'=; still 29 per cent 
below the level of 1913 Ihe price movements in the ildf^rcnt departments 
of the trade were by no means similar, and export prieos adxanced to a 
^ Hot.ibly gieater^exten'# than prices of imports 

• 

Another soiiice of information as to the relative volume of over¬ 
seas trade in difteicnl }a’ars,»and the effect of price changes, is 
The Economist. That joninal for some foity je.iis past has taken 
the trouble to calculate pom the tiacle statistics how much of the 
variation in the value of imports and exports horn year to ycUr is 
duA to changes in volninc and how much to alteration m price. The 
tables given on the next two pages show the losnlt oiThe Economist’s 
calculaiions of the relative volume of trade in 1§19 and 1920 
cdlnpared witj^that ill 1913, the value amounts m the«sccond and 
third coluirips obviously being proportionate to (he relative voluraes. 
It wall be observed from a comparison^of figures that the calcula- 
^ tions made by The Economist of the value amounts for 1919 and 
1920 at iirices of 1913, chlter little from the correiponding amounts 
calculated by the Board of Trade. * 
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Dirkction of Overseas Trawe 
So far the oveise.is li.ide of (he United Kingdom has been 
considered wnliout ])aincular reference to its direction, which 
obviously has a inateiial inihicnce on exchange rates betw'cen the 
various centres. It has to be borne in iniiid, however, Ihat seHle- 
ment, wlietlier for imports or exiRiits, is not necessarily made 
directly between the two coiinlnes conceincd in file export and 
import transaction, but often rluough one or more intermediary 
countries that have had no direct concern in the tiade transaction. 
I'or instance, the Continent effects setllemcnt via London foi tlie 
greater part of its jradc tiansailions willi Amciun. It lias also 
to be remembered that il is the linal balances between v.inoiis 
coiintiies, whether due to'trade, .seciiiity, or credit tiansactions, 
that ultimately deteir..mc the course of e.xrhange rates. 

In the immediaie following pages the dircclion of the disclosed 
overseas trade.of the United Kingdom for the six ye.ars 1915-1920, 
together with figures for the year 1913 for (he purpose of com- 
paiison, is shown in a aeiies of tables containing classified gioups 
of coiintiR.s. The classifications are those adopted by The EconomtU, 
the figures being extraited fioiii the Ilo.iid of Trade Returns. 
(Some of the aiiioimts dilfei fiom those shown by The Economic.) 
In studying these tables, it is necessaiy to bear in mind (hat ovei- 
seas trade valu s weie considerably inflated dining 1915-1920 by 
the great rise in prices, particularly the declared yalues for the 
two years 1919 and 1920. The fall m wholesale juices, it is true, 
commenced, in the case of the United Kingdom, in Ajnil, 1920, 
but the greater part of the overseas trade for 1920 icjiiesented 
completion of contiacts airanged before the commencement of the 
fall in prices, or before it had jiiocecded to a mateii.d degree. 
But whatever (he extent the dcclaied values of overseas trade for 
1920 were affected by the reaction m jinces, it may be obseived 
that imports were probably more affected than e.xjxirts, because a 
fall in prices 'of raw materials must necessarily precede a'fall in 
prices of manufactured goods. 

Tile main features disclosed by an examination of the tables may 
be summarized as follows— 

1. During the war years 1915-1918, dpclaied values of— 

(a) lixports to France, Russia, and Italy (during 1916 and 1917), 
incle.'v-ed con aderably, jiarticulaily in the case of France. In.ports 
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from Franpe and Russia greatly diminished, but increased from 
Italy. Little .trade was done with Russia during 1918, owing 
to the disturbed conditi’ons in that country following the 
Revolution. 

* (ij E.xpvts to the United States show no great change, except 
a material redaction for 1918, hut an enormous progressive increase 
is shown in imports from that country. 

. (c) Exports to Japan and Cliin^ sho\y material reduction, but 
a great mi reuse is shown in imports from these two countries, 
pailicularly in (he case of Japan. 

(d) *lixpoifs to BriUsh Possessions, taken aswhole, show sonic 
reduct ion,•which was (pnsideiable lor 1915, but hnpoits therefrom 
show gii%t and progressive expansion.* 

(e) Exiiorts to European neutrals show >pi actically no change 

for 1915 and 1917, increase for 1916, nA.l decrease for 1918, but 
imports therefrom show exp.insion for the whole fijur years, par¬ 
ticularly fi ni Spain, Norw.ry, and Holland. (In the case of Holland 
a maikeif ri.iiiction is sluAvii fof 1918.) 'Imports fiom Denmark, 
however, show a leduction for each’ of the .years 1915-1918, as 
compared with 1913. , * • 

(/) Exports to Brazil and Aigentiilh show material reduction, 
but imports from Argentiixi, Chile, and certain ‘other South 
American countiics show considerable expansion. , , 

• 2. Dm mg J919 vind 1920 (Peace signed with Germany, 28th 

Juno, 1919), declared values of'—■ • 

(a) Exports to European countries considerably increased. 
Imports therefrom also show'considerable expansion, but ;n the 
case of Donniaik the value for 1919 was less than half that for 1913. 
Trade was resumed with.Germany and other former enemy States. 

A fairly consideiablc trade was doac with Russia, presumably the 
ma'jor pait through the intermediary of neighbouring countries. 

(i) Exports to other foreign countries also sliow considerable 
incrcat?, but in the case of Chile the value for 1919*was less than ^ 
that for 191j^or 191^. Great expansion took place* in imports 
fronj such countries, particularly from Argentina and China, diut 
the increase was relativcjy small in tli*; cSse of imports from the 

> United States. Imports from Chile, though being greater than the 
value foi 1913, show a considerable reduction Is compared with 
the v»luc for 1918. 
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(c) Exports to British Possessions show some increase for 1919, 
but very great expansion for 1920, the value for .the hitler year 
being nearly two-and-a half times that' for the former'^ear, or for 
1913. Impoits from British Possessions considerably increased 
during 1919, but slightly diminished i during 1920. In the 
case of imports from Canada a rediiclion is shown for both 
years. 

(d) Re-expoits coiisideiably jncieased dining 1919 and 1920. , 


ICxpoRi,, lo and IIkitisii Possessions During im? 

War Vears 19I,S 1919 

’ (llOO’s Omitti(l) , n 


- 

I9i:i 

1915 

1910 

1 

1 1917. 

1918 


/ 

c 

/, 

1 

( 

Franif' , . 

‘Sl/.m'y 

72,497 

98.272 

I 18.200 

1.17,3.s5 

Kvi'.'iia . 

is,p>d 

13,432 

21,978 

1,5,737 

298 

Italy..• 

14,did» 

13.955 

20,401 

27,17,' 

29,273 



621 

1,091 

1,748 

1,421 

P()rtu},Mlo ..... 

d.d.Sd 

4,751 

(s.017 

1,702 

5,29.5 

Grcicc. 

2.5;i7 

2,107 

I,2(>5 

183 

1,048 


'.S7,257 

107,720 

152,084 

201,050 

174,090 

Pniled Slatis . 

:id,478 

20.832 

33,240 

33,721 

23,559 

('tiba .... 

2,21 1 

*1.782 

2 059 

2,013 

1.903 

Bi-i/.il . . 1 . . 

12, l().s 

5.151 

6,718 

7,180 

8,830 

Japan . 

14,782 

4,951 

7,5 18 

5,570 

6,044 

(>hina. 

14.845 

8,540 

lo.'/m 

^0.021 

11,832 

British I'XporU t(j MIks 

1(12,042 

151.991 

212,302 

260,161 

22(3,921 

Canada . 

23,795 

■f3,293 

18,018 

10.202 

14,280 

Australia. 

34,470 

2H,9(iO 

35.947 

22.115 

20,217 

N('\v Zf'alaiid .... 

10,838 

9,371 

12,673 

7,037 

7,700 

India and (c^ldn 

74.458 

47,5(>Ot 

55,534 

62,076 

51,1,38 

South Africa .... 

22,185 

18,291 

23,078 

19.992 

23,453 

cgypt . 

9,t)tl.s 

8.053 

11,225 

! 4,793 

22,^35 

West Afrna , . . 

(i.tiOl 

5.7311 

7,092 

8.381 

7,961 

Mauritius 

53(> 

733 

914 

,514 

512 

Straits SottlCjUK nts . 

5,830 

3.071 

5,234 

4.890 

6,14(1 

West Irulics .... 

2,.'1.39 

1,837 

2,139 

2,054 

' 1,695 

Other l^jsvfssions 

11,219 

1(1,912 

:4.922 

, 11,574 

17,176 

Bri?idi ICxportsto Possessions 

205,112 ! 148,120 

[ 

180,17(3 

172,058 

17i<,.513 

He*exports to Allies 

’ 03,023 

6e231 

02,000 

53,581 

21,421 

Ke-exports to Possessions . 

13,774 

12,368 

14,.534 

7,494 

5,084 

Tqtal to Allies &. Possessions 

443,951 

370,010 

475,738 

493,897 

434,942 











Exports«to Neutrals During the War Years 1915-1918 (OOO's Omitted) 



1913 

1915 

1916 

1917. 

1918 

To— 

£ 

£ 

£ 

£ 

£ 

Sweden.* . 

8,220 

6,279 

6,574 

3,074 

2,628 

Norway ^ 

,6,147 

7,287 

10,897 

,8,453 

5,437 

Denmark *. 

6,061 

8,035 

11,873 

7,210 

3,697 

Netherlands .... 

22,794 

24,266 

32,533 

28,103 

22,662 

Switzerland .... 

4,212 

3,602 

4,561 

6,445 

8,630 

Sj^un . » . 9 

9,728 

7,478 

9,905 

5,067 

4,158 


57.162 

58,947 

76,343 

58,352 

47,212 

Arj'eiitina . ... 

22,641 

11,516 

13,949 

12,879 

17,613 

Mexico. 

2,333 

249 

348 

917 

1,094 

* Chile 

6,010 

• l,79(' 

4,034 

4,638 

6,384 

Pern. 

1,488 

591 

1,081 

1,495 

1,530 

Uruguay . ... 

2,918 

1,497 

1,899 

2,277 

3,151 

Other Countiics* . 

• • 

85,541 

8,867 

10,088 

13,700 

16,052* 

British ICxp^irts to Nentrah? 

158,091 

81,458 

107,7*4;> 

94,258 

93,036 

tc-export^to Neutrals 

132.778 

26,4d3 

20,367 

8,602 

1,451 

'olal Kxports to Neutrals . 

190,869 

107,921 , 

128,109 i 102,860 

94,487 


Imports from Allies and British*Poss^issions During the 
War Yf.ars 1915-1918 (OOO’s Omitted)’ 



1913 

19 VS 

1916 

1917. 

1918 

From- 

• 1 * 

£ 

* £ 

L 

£ 

1'ranee 

49,498 

35*449 

31,067 

28,17,3 

39,466 

Ku'rsia 

40 271 

21.435 

18.‘252 

17.937 

6,7a30 

Italy . 

8:i3i 

11,278 

11,243 

10,397 

18,413 

Hclgium 

23,426 

2,931 

4,480 

3,492 

1,763 

Portugaj. 

3,898 

5,325 

6,803 

4 859 

12,442 

Greece. 

2,'102 

3.935 

4.687 

958 

2,392 


127,426 

80,353 

76.532 

*66,116 

81,206 

, United St.ites , . 

143,8.54 

239,945 

295,829 

380,287 

522,078 

Cuba ....... 

3.675 

8,240 

13,052, 

17,771 

22,330 

Brazil. 

10,008 

8,257 

9,037 

9,985 

8,850 

Japan . 

4.389 

9.379 

12,495 

15,299 

23,883 

China .... 

4,6;2 

7,035 

8,335 

8,497 

9,708 

Total from Allies 

294,024 

353,209 

415,'280 

497,955 

668,055 

Canada.« 

30,488 

40,989 

58.529 

84.385 

124,468 

Australia 

38,065 

4,5,190 

36,178 

64,289 

45,696 

Nfvv Zealand * 

20,338 

30,408 

31,62/ 

29,088. 

24,812 

India and Ceylon 

.56,218 

74,411 

83,096 

77,026 

101,060 

South Africa . 

12,495 

11,463 

12,323 

12,060 

12,940 

I'-Rypt ... 

21,395 

21,791 

26,606 

3t.484 

54,140 

West Africa 

5,174 

9,537 

11,965 

14,845 

19,158 

ftauntius . . . * . 

293 

3,923 

2,715 

1,9)2 

3,628 

Straits SeftlelC^iit') 

15,880 

16,571 

16,015 

16,044 

10,897 

Majfiy States .... 

3,574 

3,433 

6,284 

6,984 

2,144 

West Indies 

2,116 

4,07^ 

*5,018 

6,216 

8,107 

Other Possessions 

6:875 

10,025 

12,317 

13,697 

18,059 

Total from Possessions . . 

212,911 

271,815 

302,673* 

359,030 

425,019 

Total fi#m Allies &Possessiofls 

506,935 

6^5,024 

717,953 

856.^85 

J0^,C74 


24 —( 1723 ) 
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Imports from Neutrals During the War Years 191S-1918 
{OOO’i Oiuittcd.) 



1913 

1915. 

1916. 

1917. 

1918. , 

From— 

i 

. / 

i 

-■ L 

^ 1 

Sweden . . ... 

14,213 

19,802 

20,606 

14,939 

22,375 

Noi way. 

7,437 

13,690 

16,659 

18,373 

23,763 

Denmark. 

24,053 

22,894 

22,954 

18,338 

5,339 

Netherlands .... 

27,1513 

38,103 

41,221 

37,237 

17,218 

Switzerland .... 

11,070 

15.252 

15,510 

11,310 

13,095 

Spain. 

15,976 

20,841 

27,487 

22,462 

31,331 


100,662 

i;i0.582 

144,437 

122,659 

' 113.121 

Argentina . , ‘ . 

42,485 

63,877 

51,591 

48,428 

63.! 16 

Mexico. 

1.880 

2,228 

2,573 

2,316 

5,125 

fhilc. 

5,359 

9,585 

12,409 

13.2'i.t 

19,334 

Peru. 

3,178 

3,313 

4,789 

4,673 

8,006 

Uruguay .... 

2,749 

4,331 

3.997 

5,456 

6,542 

Other Countr'cj,! . 

10,5,487 

12.953 

10,755 

14,228 

11,020 

Total from Neutrals 

261,800 

226,869 

230,554 

210,983 

226 264 


Exports 30 Kuroplan counikiks 
(dOO's (Jnuttcd) 


To 

1913 

1915 

1916 

1917 

n 1918 

1919 

1920 • 

Franco . 

i 

L 

i 

i 

/ 

£ 

£ 

32,396 

72,497 

98,272 

118,206 

137,355 

155,384 

146,600 

Italy .... 

14,640 

13,9.55 

20,4.61 

27,474 

29,273 

27.771 

39.737 

Switzerland . 

4,212 

3.602 

4.561 

6,445 

8,630 

13,627 

12,641 

Spam . . . 

9,728 

7,478 

9,905 

5,067 

4,1,58 

12,677 

23,165 

Portugal . 

6,053 

4,751 

6,017 

4,702 

5,295 

9,602 

17,6,58 

Belgium . 

13,.528 

621 

1,091 

1,748 

1,421 

49,281 

50,107 

Germany. 

40,677 


— 

- 

_ 

14,696 

21,723 

Austria-Hungary 

4,481 

_ 

— 

— 

_ * 

1,486 

2,969 

Greece . . .4 

2,537 

2,467 

1,265 

183 

1,048 

6,891 

12,782 

Kournania 

1,947 

487 

46 

701 


5,583 

7,122 

Turkey (Furop'n) 

2,414 

232 

90 

214 

489 

12,25-1 

18,861 

KuSMd . 

18,103 

13,432 

24,978 

48,7.37 

298 

12,765 

11,893 

Sweden . 

8.220 

6.279 

6.574 

3,074 

2.628 

24,447 

39.332 

Xyrway . 

6,147 

7,287 

10,897 

8 , 4,53 

5,437 

27,416 

33,33% 

Denmark 

6,061 

8,035 

11,873 

7,210 

3,697 

S5,005 

31,688 

Netherlands . 

22.79. 

2^266 

32,533 

28,103 

22,662 

43,382 

71,499 


193,938 

165,392 

228,563 

260,317 

222,391 

4.52,267 

542,164* 


* Sncliidiiifi enemy countries (riermany, in f913, ;£80.4U,000}. “ 
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• Imports fro^ European Countries , 
(OOO’s Omitted) 


. . • 

rrom • 

1913 

• 

1915 

. 1916 

1917 

1918 

1919 

1920. 


£ 

£ 

£ 

£ 

£ 

£ 

f 

France 

49,498 

35,449 

31,007 

28.473 

10,397 

39,166 

52,565 

82,560 

Italy .... 

8,131 

11,278 

11,2^3 

18,413 

14,690 

17,930 

Switzerland . 

ll,07» 

15,252 

15.510 

11,310 

13,095 

14,852 

37,005 

Spam , . 

I5,i)7(> 

20,841 

27,487 

22,462 

31,331 

39,290 

42,549 

I’ortiig^ 

3,898 

5,325 

0,803 

4,859 

12,4 12 

1 1,654 

10,489* 

JMf'ium . 

23,12C^ 

• 2,931 

4,480 

3,492 

4,703 

10,197 

45,750 

Germany. ^ 

80,411 

. 201 

103 

49 

• 8 

993 

31,126 

Austna-IIiine,n y 

7,706 

48 

7 

-- • 

— 

506 

2,623 

Greece . 

2,202 

3,‘i35 

4,687 

958 

2,392 

10,746 

6,772 

Koutnania 

2,037 

• 5 

— 

' 1 

__ 

3 

3,228 

Turkey (Kurop’n) 

1,105 

1,003 

76 

^3 

0,?30 

2,682 

3,119 

Hussia • . . . 

40,271 

21,435 

18,252 

i/,9:i7 

16,678 

34,183 

Swjjden . 

14,213 

19,802 

20,000 

14,939 

22,375 

.35,578 

56,372 

Norway . 

7,437 

13,690 

16,659 

18,373 

23,763 

17,070 

23,859 

Denmark 

24,053 

22,894 

22,954 

J8,338 

5,339 

9,797 

31,671 

Netherlandb*. 

27,913 

38,r03 

4f,221 

37,237. 

17,218 

44,093 

74.294 


319,407 

212.252 

• 


188,847 

194.365 

284,394 

503,530 


llAl’OKlb lU <.^HIliK I'OREION 1^0UNlKlhS« • 

0 • (OOO's Omitted) 


To 

1913 

1915 

,1916 

1917. 

1918 

1919 

1920 


£ 

£ 

1 

£ 

£ 

[ 

£ 

United States . 

30,478 

26,832 

33,246 

33,721 

23,559 

34,416 

78,524 

Cuba .... 

2.214 

t,782 

2,059 

2,013 

1,963 

1,974 

7,846 

Mexico . 

2,333 

249 

:m 

917 

1,094 

1,312 

4,327 

Argc’'tma . .* 

22,641 

11,516 

13,949 

12,879 

17,613 

21,208 

42,840 

Brazil 

12,465 

5,151 

6,718 

7,186 

8.81« 

10,757 

24,329 

Chile .... 

6,010 

1,791 

4,034 

4,638 

6,384 

4,792 

9,694 

Peru • < . . 

1.488 

591 

1,081 

1,495 

1.530 

.1,711 

4,718 

Uruonay 

2,916 

1,497 

1,899 

2.277 

3,151 

3,230 

5,933 

Jap^n . . . 

14,783 

4,954 

7,548 

5,570 

6.044 

12,835 

26,337 

China. 

14,845 

8,546 

10.707 

10,624 

11,832 

20,976 

43,582 

Turkejj (Asiatte) 

5,291 

132 

336 

708 

1,296 

9,871 

18,861 

Other Countries 

10,731 

7,852J 

9,616 

li,077» 

14,287 

17,348 

25,571 

• 

126,195 

70,^93 

91,541 

94,105 

97,5(j9 

140,430 

291,922 
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BRITISH FINANCE, 1914-1921 


Imports prom Other Foreign Countries 
(OOO's Omitted.) < 


I'rom 

I9i:i 

1915 

1916 

1917. 

1918 

1919. 

1920 


1 

' L 

L 

i 

f. 

1 

i 

United States . 

I43,,S.S4 

239,94.S 

295,829 

380,287 

522,078 

546,672 

569.738 

Cuba .... 

3,67,5 

8,24(1 

13,052 

17,771 

22,330 

17,378 

25,629 

Mexico 

1,880 

2,228 

2.573 

2.316 

5,125 

7,187 

13,466 

Argentina 

41^.485 

63,877 

51,594 

48,42« 

63,116 

^ 81.826 

128,039 

Brazil . . . 

' 10.008 

8.257 

9,037 

9,985 

8,8.50 

10,945 

12,160 

Chile .... 

5,3.59 

9,585 

12,409 

13,223 

19,334 

7,294 

12,981 

Peru .... 

' 3,17.S 

3,313 

4,789 

^ 4,673 

8,006 

8,860 

14,582 

Uruguay 

2,7 !9 

4,.331 

3,997 

5,456 

6,542 

10,515 

7,065 

Japan 

4,389 

, 9,379 

12,495 

15,299 

23,883 

23,880 

29,876 

China. . . 

4,672 

7,035 

8 ,,335 

8,497 

9,708 

23,079 

26,919 

Turkey (Asiatic) 

4,251 

750 

781 

444 

665 

6,776 

9/140 

Otlicr Countnes 

, 9,917 

10,876 

9,788 

9,908 

10,317 

18,635 

22,986 


'.i.l8,4h7 

3r>7,'8I0 

t2'l,679 

516,287 

699,954 

76.3,047 

872,481 


hxpoRTs TO Brmist. Possessions 
(OOO's Omitted ) 


To 

■ 

191.3 

1915 

1916. 

1917. 

1918 

1919 

1920 



t 

&■ 

L 

1 

L 

L 

Canada . 

23,795 

137293, 

18,018 

16,202 

14,280 

16,019 

42,782 

Australia. 

34,470 

28,966 

35,947 

22,115 

26,217 

26„36l 

62,486 

New Zealand 

10,838 

9,.374 

12,073 

7,037 

7,706 

9,595 

26,601 

India and Ceylon 

74,458 

47,560 

.55.5.34 

62,076 

51,1,38 

73,295 

187,730 

South Afnta 

22,185 

18,290 

2.3,078 

19,992 

23,4,5.^ 

20,012 

50,530 

Kgvpt ^ 

9,805 

8,053 

11,225 

14,793 

22,2.35 

19,417 

4*3,663 

Wc-t Africa 

6,601 

5,7.30 

7,092 

8,381 

7,961 

12,261 

23,234 

Mauntius 

536 

7.33, 

914 

544 

512 

845 

2,745 

Straits Settlements 

5,836 

3,671 

5,234 

4,890 

6,140 

6,290 

16,568 

West Indie,s 

2„3.39 

1,837 

2,139 

2,054 

1,695 

2,168 

5/147 

Other Possessions 

14,249 

10,912 

14,922 

14,574 

I7,17C. 

19.429 

39,197 

• 

Total 

20,5, II ;i 

148,420 

86,176 

172,6,58 

178,513 

2'o,5,69,5 

11 
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Imports i hcjm British Possessions 
{OOO’s Omitted ) 


• •Fiom * ^ 

1913 

*1915 


£ 

L 

Canada . 

30,488 

40,989 

Australia. 

38,065 

45,190 

New Zealand 

20,338 

30,408 

India and Ceylon 

56,218 

74,411 

South Africa 

12,495 

11,463 

Egypt* . . 

21,395 

.21,791 

West Africa 

5,17‘f 

9,537 

Mauritius *. 

293 

' 3,923 

StraitsSett#nnents 

15,880 

16,571 

Malay States 

3,574 

. 3,433 

West Indies 

2,116 

4,074 

Other f^o-^sesbioiis 

6,875 

10,035 

'J'ofcd from Posses 



sions . 

212,911 

‘271.S25 

1 . 


19l(! 1917 


i \ 

58,529' 
Sfi.PiS 
31,627: 
83,096 
12,323 
26,606 
11,965 ■ 
2,715' 
16,015 
6,284 
5,0181 
12,317! 


i 

84,385 
64,«89 
29,088 
77,026 
12,060 
32,484 
14,845 i 
1,912 I 
16,044 
6,981! 
6,216^ 
13,(197 


1918 I 1919 


f. \ I 

124,4681115,295 
45,6961111,682 
24,812; 52,680 
101,060 125,975 
12,940 23,512 
54,140 60,731 
1%,L58! 26,470 

ifoQ 


3,628' 
10,807 I 
2,144 
8,107 
18,(3,59 


7,320 

21,353 

6,875 

11,174 

21,404 


1920 


f. 

92,854 

112,709 

47,743 

112,593 

20,235, 

69,336 

30,660 

7,024 

17,9.57 

6,973 

14,666 

27,981 


! • I 

;i02,()73 .359,030 425,019 584,471 |560,731 


Re-K.xports 
(OOO's Oniitt(«l) 


To 

1913 

1915 

1916 

1917 

1918^ 

1919 

1920 

• 

£• 

£ 

£ 

£ 

£ 

£ 

/ 

France 

12.072 

12,728 

14,904 

18,500 

13,^12 

,35,814 

40,097 

Italy .... 

1,012 

3,690 

3.539 

4,382 

4,249 

5,689 

5,624 

13elgium . 
(jermany 

7,436 

114 

77 

88 

11 

17„567 

19,522 

19.823 

— 

• 

— 


8,491 

29,376 

Russia 

9,.591 

11,472 

9.353 

4.003 

10 

4,4,56 

'4,842 

Sweden . 

1 014 

3,880 

2,332 

190 

123 

5.238 

5,008 

Norway . 

518 

2,0,58 

1,361 

894 

208 

2,169 

1,942 

Denmark 

590 

4,151 

2,817 

825 

248 

6.020 

6*148 

Netherlands . ^ 

5.180 

12,604 

9,127 

4,025 

408 

26,344 

14,576 

United States 

30,222 

29,402 

31,883 

26,914 

3,481 

31,48J 

53,964 

Japan 

297 

301 

488 

325 

1,3,18 

1,816 

• 1,912 

Other Countncs. 

8,066 

6,695 

7,174 

4,037 

2,038 

9,595 

13,931 

To^l to Foreign 
Countries ^ ^ 

95 , 801 ' 

87,095 

83,033 

62,183 

25,872 

154,'fe80 

196,940 

lintish Possesfjons 

13,774 

12,131 

14,.533 

7,494 

5,084 

9,642 

25,466 

Total . , , 

109,.575 

9a22(i 

97,566 

69,67? 

30,956 

164,322 

222,406 
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BRITISH FINANCE, 1914-l^iI 


Export Credits Scheme 

This scheme, which first came into opeia'tion on 9ili September, 
1919, was insfitutcd by the British Government with tf'le object of 
facilitating exports to the following impoverished countries of 
Europe : Finland, Latvia, Esthoma, Lithuania, Polapd, Czecho¬ 
slovakia, Yiigo-Slavia, Roumania, Ceoigia, and Armenia. Bulgaria 
was added to the li.st on 26th October, 1920, and Austria on 18th 
February, 1921, The .s^licmc^ wms intended not only to affojd 
importeis in such countiies a reasonable term of credit, but also 
to overcome for a while the extreme difficulties of settlempnt for 
imports owing to exceptionally depieciated currencies. Silice its 
institution it has undergone certain niodillcations. Uiuder it,' as 
originally framed, the Gd'vernment stated they wero prepared, 
through the Expoit Ciedits Department (if the Board of Trade, 
to consider applL.itions for advances by potential exporters in 
this country up to 80 per cent, of the cost of the goods to Die 
exporter (including freight, insurance, and commission payable to 
the department by tlie*exporler’'availmg himself of tlft scheme). 
The impo’'ter in tin; impoveVished countiy had to agree with the 
exporter n this country to take up' tin; bills of lading against a 
deposit of currency which; calculated on the basis of the current 
e.xchange rafe, was to be the equivalent of the amount of the draft 
phif an agreed, upon maigin to be maintained. This deposit was 
to be made with the department’s agents in tip; importing country, 
to be held as security for the eventual payment of the bill of 
exchange Alternative cover w.is approved deposit of jiroduce or 
securities. The above undertakiiif^ had to be guaiantced by an 
approved bank of the coiinliy of purchase or elsewhere befoie the 
department made an advance against ,lhe shipping documents. 
The advance was to be a fust charge upon the [irocceds of the bill 
and depasited se^curity, but if such proceeds were less than the''cost 
(including freight, insurance, and commission paid to the depart¬ 
ment), the Ibss represented by the difference was to bci shared 
between the department and the drawer o'f the bid, the share*of 
the department being in the proportion which the advance^ bord 
to such cost. The cicAlits,weie to be granted for such periods as 
the department might determine m each case, and rhiglit be granted, 
up to a maximiiiVi period of three years. Advances were not to be 
nfid^ for the expoit of raw in.tterials or* of smplus Govq.'nm(-nt 
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stores, and'^preference was to be given to the finance of goods where 
the larger part of the cost was due to manufacture or production 
in this coijjili^. Interest was to be payable at thi» rate of 1 per 
cent, above English Bank Rate, with a minimum of 6 per cent, pel 
.annum. Applications for advances, accompanied by a banker’s 
• guafantee of jterhng payment of the bill at maturity, were to 
receive preferential consideration. 

In revised conditions subsequently issued m September, 1919, 
it was stated that advances (up to^O per cent, of exporter's cost) 
would be made without recourse to the expoiter (except in the 
case i^f misrepresentation by him), but would be a first charge upon 
the bill of exchange find relative security, rflsp that the depart¬ 
ment wi^re prepared to consider such propositions for security as 
might be l.iid before tl*eni’by the expoiter. 

By an Act p.issed on 91 h August, 192(\((^-erseas Trade (Credits 
and I’lisurance) Act, 10 & 11 Geo. V, c.fi9). Parliament formally 
gianted *'10 Boaid of Trade power to accord cieclits under the 
Export t,. ■ litb Scheme ijp to an aggregate amount at any time 
outstanding not e.xcecding /|26,000,08(). 

On 25th October, 1920, it* was announced'that the iJepartmcnt 
were authoiized to advafice, in approved cases, up to 100 per cent, 
of the C(*st of the goods to the exporter (including freigjit, insurance, 
and commission payable to the department), retaining recourse 
against the exporiei 111 respect of 20 per cent. * * 

'I’lie iiiclusifin of wool tops, noils, and waste yvithin the Export 
Credits Scheme wMs announced on 16th December, 1920. 

In the House of Commons op 9lh March, 1921, an announcement 
was in ide that in future the Goveinment proposed, instead of 
advancing 100 per cent, of the cost of goods to the exporter in this 
country, to guarantee up to 85 per cent, of the invoice price (t« the 
buyer) in casfs vvhcic goods were not written up above the market 
value. The importer in the foreign country was tfi put up approved 
security to the extent of not less than v50per cent., ajid the Govern¬ 
ment would then take one-half of the uncovered risk. If the* 
importer *|5ut up 50 per cent, security, the Government wpuld 
staled the risk of the expoiter upon a furtjjer 25 per cent. ; if the 
importer put «p 60 per (?ent*, the Government would take the risk 
on a further 20 per cent.*, and if the iinpoiter put up 70 per cent., 
the Government wouy take tlie risk on a further 15 per c^t., 



376 


BRITISH FINANCE, 1914-19121 


giving the exporter in this-case safety up to 85 per cent. If the 
importer put up 85 per cent, security, the Gor/ernment undertook no 
risk, for 15 per.cent. was the lowest risk the exporter rhusj,undertake. 

Alternatively, the Government would guarantee 70 per cent, of 
the loss on any approved expoit transaction carried through by a. 
bank in this country, the bank to arrange' with thq, exporter their 
respective shares of the remaining risk. 

It was also stated that it was intended to apply the scheme to 
trade with the Dominions! but Piiat, for the time being, it would not 
cover export of raw mateiials. 

» Up to 6lh December, 1920, the advances made by the Igxpoit 
Credits Depaitmcnf amounted only to about ;tl20,000, and up to 
9th M.arch, 1921, to about ;{400,000. .Sucll a total is mhiuttedly 
extremely small and illustrates the reiiiaiikably small extent to 
uhich the Goveiiunent .scheme has been utilized by tiadeis. 
Probably the mam reastn why the facilities have not been more 
availed of has been the lack of acceptable seciiiity m the owneiship 
of would-be impoiters ip the impoveiished counliies. deposit 
of currency as security would, obviously, lo(k up liquid lesources 
of the importer until' such time as he .•'eceived payment in his own 
country for the impoited ,ai tides. As'at present framed, the 
scheme is obv/oii.sly madeqiiate to cope with the Iempoiaiy paralysis 
that h.as overtaken mtcinatioii.al trading. To a veiy huge extent 
this‘paralysis, a's is pointed out elsewhere, is due to maikets, at 
home and abroad, being stocked with high-pi iced gi ed*., and reduced 
purchasing powei of the geneial consuini r. 

Since December, 1920, howi xx r, it^is gratifying to note, ftoni the 
particulars given beh.w, that some iik leased use has been made 
of the facilities afforded by the export < redits sclu rne. The follow¬ 
ing ri'turn of advances made, .ipplii titions sanctioned, and advances 
repaid, under the Overseas Trade (Credits and IiGiirance) Act, 
1920, was published m the Board of Trade Journal dated 28th 
April, 1921—, 


Advances AcruALi.Y Made 

1st January to 3Ist March, 1921, for Finland, Baltic Pro¬ 
vinces, Poland, Czecho-SlcA/akip, Yugo-Slavia, (^oiimaiii.r, 

Bulgaria, and Austria . . . * . . . • 321,058 .5 

Total from September, 1919, to 31st Mari.ti, 1921, for Fin¬ 
land, Baltic Provinces, Poland, Czoclio-Slovakia, Yugo- 
Sl^-via, Roumanid, Bulgaria, and Austria - , • • 458,843^ 1 
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► Applications SANttioNED 

1st January* to 31st Mar<ih, 1921 . 

Total from September, 1919, to 31st March, 1921. 

•• 


L s 

686,711 12 10 
. 2,086,745 17 10 

t 


AdvjCnces Repaid 

•September, 1919, to 31st March, 1921 .... 16,173 2 10 

• • 

The Brussels International Financial Conference 


On Friday, 24th September, 1920, after numerous postponements, 
tfiere opened at Brussels an International Conference to discuss and 
to suggest, where possible, remedial measures for the many economic 
and figancial.evils the \vorld is now suffering from as the aftermatH 
of the recent war ; e\lils which, in the main, iTave aiisen from the 
violation,(Juring and since the war of b^sic principles of economics 
and finance, in paiTic’^lar’unprecedented ijiflafion of credit and 
currency. As economic and financial %condiljons of different 
countries reflect themselves in the ArhaBges, the’pioccedings of 
this impo tant Confeience are fheieforc biietly reviewed m this 
rhaptcr. • • * * ■. 

Prior to the opening of the Conference, whuh was aijended by 
representatives of tlurty-nincf countries, a scries of pamphlets was 
prepared, at the request of the Lcaguc^f Nations, by a number of 
eminent economists in various,countries. These pamphlets, which 
included a mass of statistical maltcr, were prepared with a view 
to their serving as a prelimin.iry to tile Conference, and most of 
them dealt witli monetary and currency pi oblems. winch liad arisen 
since llie war. Tile pamphlets disclosing some differences of 
opinion, tlie chief writers, in prdcr to facilitate the woik of the 
Conference, met together and drew up a joint memorandum on 
those points m the economic and financial situation whicli they 
considered to be of sujireme importance, and on whiili tlicy \?ere 
in ' omplete Harmony. A cojiy of tliis Memorandum js given 
below— * 


I —Inflation 

• • . 

1. It IS ess^ntml that the inflatio.i i-I credit and currency should be stopped 

%verywhere at; the earliest possible i loment. • 

2. 'fo this end. Government spending must be^iit down, the conduct of 
Government cnteninsc at les» thjin cost an* the payment of subsidies on 
jiarticular commomties and services must, as far as possible, be abolished, 
and military and naval expcnOiture stringently restneteS. 

3 The equilibrium of State Budgets must be restored, loans not beijg 
employ^ to meet ordinaryecurrent requuements. 
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4 Artificially low Bank Rates out of conformity with the rail scarcity of 

capital, and made possible only by the creation of new curren.cy, must be 
avoided. * 

5 Floating debts should, as soon as practicable, be fund'ed. ^ ^ 

II —F.xchanges 

6 The level of the exchanges tends to correspond with the relative internal* 
values of the currencies of the several countries* The serious beprcssii’)n of. 
certain exchanges beneath their real parities would be arAeliorated by— 

(a) The funding of tloaling debts held abroad in the form of notes 

(b) The restoration as soon anti as far as practicable of normal trade 

intercourse behvecr the j^Ufferent countries , 

III—International Credits 

^ 7. The grant of credit (whether through an international loan or’syslem 
of guarantees to pnvate lenders or otherwise) to distressed-countries must 
naturally be conditjonod upon some priority beiitg given to these credits, 
and upon other claims being postponed till those credits have iiad time to 
exercise their inlluoncc upon production 

8 The grant of credits should be condition^--, 

(rt) Upon their bcin^ used only for the most immediately remunerative 
purposes, ‘.ncludiitg the provision of means of subsistence, for the 
labourflig population , 'and 

[b) Upon the borrowing countries doing everything in their power* to 
co-operatc m the work of restoring economic life. 

9 The capacity of the lending world, to grii.nl credits will depijnd, in great 
measure, upon the rcstiration of real peace and normal conditions of 
internationrl trade. 

(Signed) G Bruins. 

* Gustav Cassel. 

Charles Gide. 

M. Pantaleoni. 

' A. C. PiGou. 

It will he ohsei ved from the above Memorandum that it repiescmts 
an exposition of ivalam elemental financial and economic principles, 
the real basis of the welfaie of any State. In effect, the Memoian- 
diim states : “ Keveise the procesj-es lliat have given use to the 
present economic and financial situation. Stop employing j)alliative 
measures, which can only make the situation still worse, and 
deldy the eventual rehabilitation of the world." The principles 
on which the economic and financial rccoveiy of alt countrics«rest 
being so manifest, it was not to be expected tiiat the Conference 
could do muth more than reiterate them to the world. This was 
practically.the net outcome of the Conference, which concludeddts 
meetings on 8th October, 1920. No panacea was'found for thcr 
world’s economic cvils,<and all sdiemes for financial .salvation last'd 
on further monetary inflation were rcjeclcd by the*Conference. ^ 

The one practical suggestion submitted to the Confeience was a 
selieyie propounded by M. t^r •Meiilen, q Dutch banker, ,for the 
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provision Of credit for the nationals *of impoverished countries. 
Briefly stated,^under this plan it is suggested that an International 
Commissiim of bankers and'busincss men, appointed’by the Council 
(d the League of Nations, should determine the amount of credit 
•to be approved upon thf security of specific assets assigned for the 
purpose by th« Governments »f countries desiring to participate in 
the scheme. Against these assets the Commission-is to authorize 
tjie issue of gold bonds, to lie lent to importers by their own Govern¬ 
ment in ordei that they may pledge them abroad as collateral 
security for importations. One objection to the scheme is that the 
exporter would lock uji his own lesources lor the pciiod of the 
credit, pr^isiimably fo[ a period of one to throe years, unless he 
Could jirtiiail upon a bank to accept the bonds as collateial for loans 
In this event there wit'ld tend to lake jilase fiiithcr inflation and 
,1 consequent rise in puces in the coi.nhy of tflie exporter. The 
.iVove-namcd and othei minor objections,1io\\ever,*must be waived 
if the adoj don of the scheme will bring economic rehabilitation to 
the presrtii mipovciished couiftries. Oil.dlh March, 1921, the 
League of Nations appointed Sir D* Drummond Frasgr, K.B.E., 
a Manchester banker, ^o e’xaminc the assets the impoverished 
countiies were prepaicd to offer as security, and to organize the 
ter Meiilen scheme. His report has not been received iiji to 
the time of writing, but jirobably when issued will coptain 
, suggestions for cjlensions and modifications of the original 
jirojiosals. 

As already slated, the Conference ojiened on 24th September, 
1920. It'-, e.irlier meetings w«re devoted to hisiniig an exjiositinn 
of the finaiKial situation of each of the thiity-niiie countries repre¬ 
sented, in Older to obtaip .i conijilele iindeist.inding of the economic 
and financi.il jiiobloms to be considered. The Conference‘next 
di\*ided the woik involved in the examination of these*problems 
into four parts, and entrusted special commissions of its members 
with file task of making a detailed study and jiicharing specific^ 
rfcommendalions witli regard to (a) public finance, ^b) currency 
and^exchaijge, (c) international trade and commeice, and (d) inter¬ 
national action with special reference t« credits. The various 
recominendatibns of these commissions were later unanimously 
apjiiovcd by the Conference. Tho‘-c proposed by the Commission 
on Ciirreiicy and Exchange aic'gwen on the following pagp— 
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I. It is of the utmost imporfance that the growth of inflatidA should be 

stopped. « ' 

2 Governments must limit their expenditure to their* revenue (This 
resolution excepfed the finance of reconstructing devastated a#^.is) 

3. Banks, and especially banks of issue, should bo freed from political 
pressure and should be conducted solely on the lines of prudent finance , 

4. The creation of additional credit should ctase and Govefamentseand , 
municipalities should not only not incrervie their floating debts, but should 
begin to repay or^fund them by degrees {In a referenro to this resolution, 
the Commission stated "In iiunnal times the n.itur.il and most effective 
regulator of the volume and distribution of credit is the rate of interest whicji 
the central banks of issue are compelled, m self-preservation and m duty to 
the community, to raise when credit is unduly expanding ”) 

5 Until credit can be controlled by the normal influence of the rate of 
Interest, it should only be granted for real economic needs.« 

6 Commerce should', as soon as possilfle, be freed from control, and 

impediments to mlemational trade removed. ‘ '■ 

7. All superfluous expendituA? should be avoided 

8 Without entering iiitr* the question whether'gold is or is not the nleal 
common standard o£ value, ^ve consider it most important that the world 
should have somej.common standacjl, and that, as gold is to-day the nominal 
standard of the civilized worm, it is highly desirable that the < ountnes whu h 
have lapsed from an effective gold standard should return tliereto 

9. It IS useless to attempt to f.x the,ratio of existing fiduciarj^ curremies 

to their nominal gold value*, as, unless the condition of the country concerned 
were sufficiently favourable to mdke the fixing of such ratio unnecessary, it 
could not be’ maintained „ 

10. Deflation, if and when undertaken, must ke carried out gradually, and 

with great caution; otherwise Mic disturbance to trade and credit might 
pro<e disastrouf* * 

II. We cannot recommend any attempt to stabilize the value of gold, and 
we goavely doubt » hether such attempt could succeed 

12. We believe that neither an International Currern^y nor an International , 
Unit of Account wouhl serve any useful purpose or remAvc any of the 
difficulties from which International Exchange suffers to-day 

13 We can find no justification for supporting the idea that foreign holders 
of bank notes or bank balances should be treated differently from native 
holders. 

14 In countnes where there is no central bank of issue, one should be 

established. « 

15.* Attempts to limit fluctuations in exchange by imposing control on 
exchange operations are futile and misleading ' 

, ' » 

Of the several resolutions proposed by the other three commissions 
<'.he following fwo are worthy of particular notice— 

The International Financial Conference affirms that the .firs.*- condition ^ 
for the resumption of international trade is the restoration of real peacc^ the 
conclusion of the wars which gre still being waged, and the assured maintenance 
of peace for the future. * • ♦ « . 

Whilst recognizing the practical difficulties in the way of immediate action 
in all cases, the Conference considers th^t every*Govemment should abandon 
at the earliest practicable date all uneconomical and artificial measures which 
con^ealffrom tly^ people the true cconolfiic situatun ^ 
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After tht dose of the Conference, a*brief report* was published 
of the procecejings at fhe various meetings, including details of the 
scheme f<>i* international credits proposed by M. tbr Meiilen. At 
a later date, in February, 1&21, there was issued a final report,^ 
• consisting^of five large, volumes, containing a verbatim record of 
the debates afcilie various meetings, the large amount of statistical 
data laid befoie the Conference by the represontatives of the 
yaiious countries, and other matter. 

^ Report and Resolutions of the International Financial Conference, held 
at Brussels, 24th Scptombcr-8th October, 1920. Published for the League 
of Nji^ions by, liodder Stoughton, Limited, London. * 

Proceedings of thc*Tntcrnational Financial ColTfcrcnce, Brussels, 1920, 
in three vtflumes, with t\\to supplementary volumes, puDlished fur the League 
of NatioHa^by Harrison & Sons, Limited, T^mdon. 
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UNANXIAL REPORTS ISSUED SINCE 191(i , 

* .) 

One of the iiKjirect lieiieficial results of tlie leeeiit war is that it 
eonipcKcd tlie Government to appoint at (hlfeieiit times since 1916 
Seieit Committees and oilier'Committees to inquire into many 
linaiieial matters and problems which were increasm{,dy engaging 
public attention. The comlusions of the vaiious Coiimvttces, 
afler the examination of numerous expert witnesses, weie later 
published m a series of leports which must ultimately Ijy not only 
of historical interest but prove of mafeiicl help to Committees 
appointed m the future vto undeitake various financial mquiiies. 
Several of the "reports icsued'‘sinfe 1916 deal with the effects pf 
unprecedented monetary inflation since 1914, and adeance mcon- 
tcstible reasons for stopping fuither inflation and for effecting 
gradual deflation, as a prcli.mnaiy to the restoration of sound 
financial conditions. Some of these lepoils are printed in full m 
the Appendix to this book from othersliiany extracts appear m 
seieial of tlm.chapteis. Biief coimiKiits on each arc givi.i below. 

' I'lNAXciAi. Ea( iLiriEs roll Trade. 

Report to the Board of I'radc by the Conwuttce appointed to" 
investigate the question of pnancial facilities for Trade (Cmd. 8346). 
Dated Slsf August, 1916.* ^ 

This report, which was published on 22nd September, 1916, set 
forth the recommendations of a Committee appointed by the 
Board of Trade “ to consider the best means of meeting the needs 
of British firms after the w'ar as regards financial facilities for trade, 
pailicularly with referenee to the financing of large overseas 
contracts, amj to prepare a detailed scheme for that purpose.” 
‘^’Ilic inquiiy arose out of a statemi nt of the I’residcnl of the Board 
of Trade in the House of Commons to the effect "that Engli.sh 
banking had not been sufficiently adventurous in the past, 'and 
might with advantage be 'more enteiprising in the futuris The 
Committee, after.pointing out the essential differences between 

V For extracts from this report, see th,aptcr entitled " The Banking Position, 
Section The Bsitish Trade Bank of f'orporation.* ' 
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the Englisjl and Gw man banking systems, but recognizing the 
immense aid IJic latte* had been to German industry and manu¬ 
factures, fliltilly came to the conclusion that theie w'tis ample room 
in the British banking system for a new institution which, while 
'not ^interfering unduly ,with the ordinary business done by the 
British Joint Stock Banks, by Golonial Banks, and by Bi itish-foreign 
Banks and banking houses, would be able to assist British interests 
Hi a manner that was not possible upder existing conditions ; 
paiticularly in furnishing long term credits and the finance of 
|■(■rtaitt classes of overseas business. As a result of the rccom- 
meiulJlions af the Committee, there was later formeil the Biitnlr 
Ti*ade Collaboration. Itjs yet too early to state wkether the facilities 
affoidid’by this instilutnm will meet •fully the recommendations 

and intentions of the ®)mmittce\ 

• 

Premium Bonds* 

Re/>ort]i 'll the Sclcit Committee on Premimn Bonds (168). Dated 
IGth Janltai\. 1918.' 

This Committee was apuointed on 6th Xovi inber,* 1917, “to 
iiKiune into and leport’on the desirability oi otheiwis*e of laismg 
money fyr the pin pose of the war by tlie issue of Pieiniuni Bonds.” 
Pol some months pievious to*its aiipointment, many opinions had 
lieeii expiesscd m the House of Commons and in^he Press tif the 
‘elfei t that ai»issue*of Premium Bonds would not only prove very 
])oi)ulai with certain classes of the community, but would enable 
the Government to attract loans at a rate of interest materially 
less than the rate it was borrowing at in 1917. It was thought by 
the proposers of such an issue that many people would be prepared 
to make loans to the GJivernmenl at a rate of interest as Iqjv as 
254 )er cent, rf there was a possibility of thcii subsequently being 
the lucky holder of a drawn bond to which then; was altached a 
large jjj izc. It was also contended that the issue of Premium Bonds 
\i*ju1(1 lead to less extiavagaiice, through the transfer of purchasiiif^ 

• power by* tltc working classes to the Governinent. Obviously, 
sudf a transfer would have had a beneficial effect on the economic 
position of th(» country at a* time wheti w'ar conditions demanded 

* the greatest economy in aonsiimjition of goods asd services by the 

* Far copy of Report iec Appencflx •VIIT. 
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general public. The Committee, after examination thirty-five 
witnesses, repiescnting various interests, produceij a very incon¬ 
clusive reporf, and candidly admitted that there was siiUrp division 
of opinion, not only amongst their members but also between the 
witnesses examined, as to the advisabjlity or otherwise of afi 
issue of Premium Bonds. The report was duly co.isidercd by the 
House of CoKinions, the members of wlucli showed the same 
indecision or conflict of^opinion as the Committee, the propo^l, 
after several revivals, for the issue of Premium Bonds being finally 
rejected by the House on Ist December, 1919. It has, however, 
to be noted that in the War Loan of 1919, the possibility of rdteiving 
any year a reasonable premium was introduced into, the terms 
under which the Victory. Bonds were issued in connection with 
this loan. The subyription price was |,85 per cent., and the 
holders of bondstfliat hhppen to be diawn each year will receive 
immediately ^00, regal'dless of the current market price. . 

BANK‘'AMAL’(,.AMA'riONS. . 

Report'oj the Treasury Committee on Bank Amalgamattons 
{Cmd. fiO.W). Dated tsi May, 1918. ' , 

The amalgamation movfineiit of large banks that commenced 
in Decembef, 1917, arousing fears in some quarters of the eventual 
establishment ft/ a money trust, the Chancellor of the Exchequer, 
by a Minute dated 11th March, 1918, appointed a Tieasury Com¬ 
mittee "to consider and report to what extent, if at all, amal¬ 
gamations between banks may affect prejudicially the interests of 
the industrial and mercantile commilnity, and whether it is desirable 
that legislation should be introduced to prohibit such amalgamations 
or to provide safeguards under which they might continue to be 
permitted.” In their icpoit,* which was publislietl on 2Ist May 
1918, the Comiqittcc reviewed very fully the many objections of 
the eommeieial community to further amalgamations, and though 
.-expressing ah opinion that they did not think there was dny fear 
of a money trust being established in the near futury, tjicy rccom- 
mehded that the approval both of the Treasury and of the Board 
of Trade should be obtaiqed to an^ fq/ther projioscd combines, 
and that sanction should be refused if,an amalgamation scheme* 

r For extracts from this report, sc^ Chapter V, " The Banking'JPosition, 
Section, The .Kmalgamation Movclpcht.''* ' 
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involved appreciable overlap of area without securing 
compensating .facilities to the public, or would result in undue 
predominttucc on the part of the larger bank, 'ihe Committee 
recognized that the old type of amalgamation—the absorption of 
^‘locaj bank* by a larger ^nd more widely-spread Joint Stock Bank— 
had cnnferrcd»greater facilitioe on the public. The advantages or 
otherwise of the new type of amalgamation-—the union of one large 
Jpint Stock Bank with another similar bank-—^liad yet to be 
proved by experience, and any such proposed amalgamation in 
the fjiture should, therefore, receive careful consideration by 
disinrt-rcsted*parlies before being permitted tp take place. 

, , tiNANCiAL Facilities. 

Report of the Com>4tttee on Financial fFacilities (Cmd. 9227). 
Dated^2\st NovemVer, • 

.Tins Committee was appointed by a'Treasury Minute dated 
26th Nove nber, 1917, " to consider and report whether the normal 
arrangeiiiifn tor the pro/ision 'of financial facilities for trade by 
means of existing banking and other financial institutions will be 
adequate to meet the needs'of British industry during the period 
immediately following the terminatKjr of the war, and, if not, 
by whai emergency arrangement they should be laippleinented, 
regard being had in particular to the special assistance which may 
, be necessary— 

(a) “ To facilitate the conversion of works and factories now 
engaged upon war work to normal production ; 

(5) " To meet the cxceptioral demands for raw materials arising 
from the depiction of stocks.” 

In order to facilitate, theu work the Committee chvided their 
investigations into two main parts ; (1) Tlic financial needs of 
trade iminedratcly after the war, and the respect in wijich these 
needs will differ from the needs under normal conditions ; *(2) the 
provision of financial facilities to meet these needs. The report^ 
of the Committee wJts an exceedingly interesting document. In 
'* the first p,art the Committee reviewed at length the increased 
demands for capital that were likely to ;irise for a considerable 
, period after thfe war owin^tolncreased cost of labour and materials, 
the necessity for giving longer credit, anticipated expansion in the 

' F#r copy of Report AppctRlrtc I*X. 

3.S-(I7'13) 
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volume of trade, repairs and replacements, rc-converSon of plaid 
and works from war requirements to peace-time production, and 
new requirements m respect of permanent outlay. 'eTlic second 
part of the report gave a very interesting account of the credit 
and financial system ruling m this country before the war, the part 
dislocation and abuse of the nornml credit iiiachiiiery during the 
war, and emphasized the necessity for the re-estabhshment of a 
sound financial basis by the restoration of an effective gold standard 
as soon as possible. Tlie Committee considered that the banks 
would be able and willing to meet a consideiable pait.of the 
demands for increased liquid capital after the war, but wocsld not 
be able to accede to requests for extended credit of any considerable 
magnitude involving a Irxk-up of funds for a long panod, and 
therefore recoiiiniendiid that industrial coitt'erns should themselves 
increase their financial 'resources by issues o'l new shares when 
possible. 

Currency and Foreign Exchanges 
First Ipterim Report of the Committee on Currency and Foreign 
Exchanges after the War {Cmd. 9182). Dated \5th August, 1918. 

Tins Committee w'as appemted m January, 1918, by the Treasuiy 
and the M’nister of Reconstructipn “to consider th ■ vaiious 
problems which will arise in connection with cuircncy and the 
foreign exchanges during the peiiod of reconstruction, and repent 
upon the steps required to bring about the restoration of normal 
conditions m due course.” Tlie following words W'cre subsequently 
added to the Terms of Reference “ and to consider the working 
of the Bank Act, 1844, and the constitution and functions of the 
Bank of England with a view to recommending any alterations 
which may appear to them to be necessary or desirable.” 

A long interim report * of this Committee was publishc '. on 
^h October, 1918, in which the Committee gave an excellent 
account of the currency system before the war and of the new 
conditions,which had rendered the gold standard inoperative 
during the war. Clearly recognizing the cumulative ecils of inflation 
of credit and currency,,the Committee proclaimed it was imperative 
that after the war the conditions nceessary to the maintenance of 
an effective gold standard should.be restored without delay. With 

' §or copyjof Report, see Appoodhr 'X, < 

* • 
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this object iif view, they recommended tlie cessation of Government 
borrowings and,a reduction of the floating debt as soon as possible 
after the w5», and the legal limitation of the fiduciary part of the 
Currency Note issue. The Committee did not sec their way to 
shggcst any^lteration in,thc provisions of the Bank Act of 1844, 
nor in the fornP of the customary Weekly Return of the Bank of 
England, but they expressed the opinion that the* provisions of 
Scttion 3 of the Currency and Bank^Notc.s Act 1914, under which 
the Bank of England may, with the consent of the Treasury, 
temporarily issue its own notes in excess of the legal limit, should _ 
be confinued fti fore ,, jn order 1 o avoid the rii^ of the possibility 
of the law» having to be broken in times of t^ises, subject to 
indemnity* horn Parliament, in order to restore confidence. A 
recommendation by a itumber of bankers fJiat barks should in 
future be required lo publish a monthly*statement in a certain 
pretenbed form, showing the average of then weekly l;alance sheets 
during the ,-'onth, received the support of the Committee. Apart 
from the t^o above suggestions "the pith (4 the report may be 
said to have been recommendations for the institution of^ncasurcs 
to again make the Bank J^at*e function as an effcctii'c controller 
of bank credit and the foreign exchanges, as m pie-war timej;, 
and as sodn as practicable. • 

, The Final Report [Cmd. 464). Dated Urd December, 1919. 

The final report* of the Committee on Currency and Foreign 
Exchanges after the war was published on 13th December, 1919. 
It affirmed the conclusions expressed in the interim report, and 
again referred to the necessity for increased production, cessation 
of Government borrowinffs, and decreased expenditure, both Jiy 
the Government and by each individual member of the nation, as 
the first essentials to recovery. Tliese, the report %tated, must be 
associated with the restoration of the pre-war methods i^f controlling 
the, currency and credil, system of the country for the purpose of' 
re-establishingtfit an ctfrly date a free market for gold in London. 
A hofAj was expressed that the Government would in future confine 
its use of Ways .and Meant Advances, obtained from the Bank of 
England, to providing frx purely temporary necessities. The 

* For jopy of Report, scc»AppeiKlkX»XI, 

« 
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Committee considered that such advances afforded'-a legitimate 
method of tiding over a few weeks’ shortage 9 ! funds by the 
Government, but were entirely unsuitable for borrowings over a 
longer period. In the matter of the Currency Note issue, the 
Committee considered that effect should at once be .given to the 
recommendation made in their interim report •.that the actual 
maximum fiduciary circulation in any year should become the 
legal maximum for the fpllowing year. This latter rccomiiiendajion 
the Treasury immediately put into force by a Minute dated 
15th December, 1919, Ihe maximum fiduciary issue of furrency 
Notes permissible for the year 1920 ■ being ek'dared- to be 
£320,600,000. < ' 

Mobilization of Secvritif.s 

Report of ^A^ertcan'Dollar Securities Committee (212), Dated 
4th June, 1919. ’ ■■ 

This Committee was appeintedby the Chancellor of the Exchequer 
at the end of December, 1,915, “ to control the operations of the 
Treasury undertaken for the purppse of cairying into effect the 
Government Scheme for the sale to, and deposit with, the Treasury 
of Americap Dollar Securities.” An exceedingly interesting report * 
of the Committee, containing a full account of their operations, 
was published early in December, 1919. 

' Dormant Bank Balances 

Report of the Select Committee on the Dormant Dunk Balances and 
Unclaimed Securities Bill (233). Dated \Qth December, 1919. 

The natm-e of this report is indicated by the above title. The 
Committee inquired into, among other matters, the truth of state¬ 
ments that had been made by certain people that the banks had 
enofmous amounts of unclaimed balances on their books (one 
estimate bewng as high as £ 100 , 000 , 000 ), and a great quantity of 
valuables and securities in their strong'rooms which had been 
originally left for safe custody but never claimed by their owneis. 
The evidence laid byfore the Committee definitely dispelled the 
correctness of these opinions. Thc'Ccittral Association of Bankers 

,. I • 

* For e,\tract3 from this Re'port, see Chapter VT " Government 
bor^wings^ Section, Amencan JJoUig: Secunpes Committee ” , 
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furnishert a ^atement, prepared as the result of inquiries among 
the banks of th;; United Kingdom, showing that— 

The sum of'^alances dormant for six years prior to 1st 

January, 1920, on current acefiunts was . . . ^2,220,926 

^The sum of balances dormant for six years prior to 1st 

’ Japiiary, il920, on depo-^t accounts was . . . 5,787,659 

* Totai .j:8,008,585 

it was estimated by the banks that £5,162,415 of the above 
total could not be regarded as permanently dormant, and that 
only £4846,17p could be described as belonging to iintiaccable • 
perspns. This latter aihount represents only abhujt OT per cent, of 
the total jjiyount, namely, £2,399,000,000, standing to the credit 
of customer^ on 31st Defentber, 1919, 

With respect to Ixixes and parcels cntrwsted to banks for safe 
cusbidy, the report stated the evidence slmwed that there was a 
veiy conside'-able quantity of such boxes and parcels,' of which the 
contents wvi unknown, winch were tying ^m the strong rooms 
of the banks. It was likely that many of these boxes and parcels 
were empty, having contained* articles which h:fd been wfthdrawn, 
the box being left with the bank froiy motives of convenience, 

or becausij the owner had intended at some future time to U5e 

• • 

the box afresh. Further, of the boxes and parcels which were 
not empty, it seemed probable that very many fontamed legal 
or financial dotuments which, by lapse of tinu'^ had ceased to 
have any value or interest. But when all these huge deductions 
had been made, there was probably a small residuum of boxes 
and parcels of which the owners had been lost sight of and which 
contained articles of some value or papers of some interest. 

• Decimal Coinage 

Report of Hts Majesty’s Commissioners appoinM “ to ‘consider 
whether is advisable to make any change in the denominations oj 
the currency and money account with a view of placing them on a 
decimal basi%.”' (Cmd. 628.) Dated 23rd February, 1920. 

At the commencement of this report it iit pointed out that the 
question of the flitroductio'n ot a decimal coinage had been before 
this country for more than a contury, and that,'though several 
Royal (^oiiiiiiissions had been ^ppijinttd at differnit times #o 
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examine various proposals, no complete 'decimal coiliage scheme 
had secured the recommendation of any Commissipn. Tire report 
briefly reviews the past proposals, considers the existing system 
and the advantages of a decimal system, but lays stress on the 
difficulties of the adoption of the pounfl and mil scheme. Thu 
Commission finally expressed the opinion that it was not advisable 
to make any "change m the denoniination of the currency and 
money of account of the United Kingdom with a view to placjng 
them on a decimal basis. In support of this conclusion, the 
^Coniinission gave the following considerations— 

1. In any schemy for reducing the existing system to a decimal 

basis, the pound 'should be retained. , , 

2. rile pound and mil .scheiiie is the only strongly cupported 
scheme which complii-s with this conditu/n. 

3. The advantage to 'oe gained by a change to the pou.nd and 

mil scheme as regards keeping accounts is m no way commensurate 
with the loss of the convenience of the existing system for other 
purposes. i ' • • 

4. Grave difliculUes will Te created by the alteration of the 

penny. , ' 

5. The scheme cannot bc'lried as an experiment or on a voluntary 

ba'sis. ' . * 


Economic Conditions of the World 

On 9lh March; 1920, ther e was published a declaration * by the 
Supreme Council of the Peace Conference on the Economic Con¬ 
ditions of the World (Cmd. 646;. This interesting document, 
which must prove of historical interest to future generations, not 
only reiterated the many arguments and conclusions to be found 
in the reports already reviewed of the Committee appointed to 
consider, the subject of Currency and Foreign Exchanges aftef the 
War, but had something to say about the conditions ruling in the 
r Other belligeFent countries. In brief, the declaration implored the 
woild to work harder, to reduce current' consumption, to stop 
inflation of credit and currency, to effect gradual deflation as sooif 
as possible, and to svpply necessary foodstuffs, raw materials, 
and other essential commodities to th“e impovefished countries, 
on credit in older that they might gradually effect their own 
^ l)*r copy, of Declaration, see'^Ap'bCiidi.x XIC. i 
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economic rctovery. Tht declaration tAroughout proves that the 
Supreme Council clearly recognized the influences that contributed 
to the rise M) prices, a passing reference being made tA the elements 
of the equation of exchange.’ Particular stress was laid on the 
necessity fpr increased ^production and freedom in world-wide 
'interchange of»commodities, but no reference was made to the 
seiioiis position that would be created, and the great amount of 
unemployment that would arise, when a severe fall m whblesale 
commodity prices took place and lAerchants and the retail trade 
wore left with large stocks of Ingh-pnccd goods. The human factor, 
the rchictanci» of the retail trade to cut losses and replenish their* 
stocks at jiiaterially tywer values, and thus qjiickly afford the 
geneial c«r6uiner the benefit of lower prices, was evidently over¬ 
looked by tlic Council, dt Ts also doubtful if Jhe Council recognized 
that tl\e total produttive capacity of the wtirld hp,d not been greatly 
reiljiced by the war, and that the reStoratfon of capital plant and 
property n the devastated areas, under modern means of pro¬ 
duction, lAight be accomjAished’ without ajiy material diversion 
of labour from the production of comlnoditics required ^or general 
consumption. The war debP; (which the declaration seated were 
closely connected with inflation) are n» measuie of true economic 
losses caused by the war. On the subject of profiteering, tlie 
Supreme Council made the following statement : “ Excessive 
profit making (commonly known as profiteering) has resulted from 
the scarcity of’goods. Deflation and a check upun the continuous 
rise 111 prices will do much in itself to end the conditions that 
made profiteering possible. B»t it is essential, m order to obtain 
the co-opeiation of all classes m the increase of piodiiction, that 
each Government should.take such steps as are appropriate to the 
circumstances of its own people to assure and guarantee tifthe 
woikers that tlie burdens that they are called upon by th(;ir efforts 
to remedy are not aggravated by those who would exploit the 
economic difficulties of Europe for their own persoi’Al ends.” 

t 

Increase of War Wealth 

, Report from Vie Select ’Committee on Increase of War Wealth 
(102). Dated mh May, 1&20. . 

This,Committee was.appomted to inquire into Jhe pri^i^al 
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to impose a tax on War-time Increases ol Wealth, aud to report 
whether such a tax is practicable, and, if So, what form it should 
take." For s6me time previous to the appointment of the Com¬ 
mittee, suggestions had been made iri various quarters, particularly 
by Labour Members of the House of Cornmons, that part of the» 
National Debt should be cancelled by a levy on additional wealth ' 
accumulated duiing the war. The difSculties of equitable assess¬ 
ment and methods of collection were, however, recognized as 
likely to prove great obstacle's to the adoption of the proposal. 
The Committee, in their report, fully recognized such difficulties, 
but did not consider them insurmountable, suggesting equitable 
giaduated rates, certain abatements, and deferred nayments when 
necessary, if Parliament decided to impose a special bix. for the 
purpose m view. As t,o the aggregate incroise of war-time wealth, 
the report quoted, an estimate prepared by th'e Board of Inland 
Revenue that' the aggregate' of individual increases of weal,th 
between 30th June, 1914, and 30th June, 1919—a period of five 
years—was £4,180,000,000, and that, ifdhc increases mOhe hands 
of those persons whose post-war wealth did not exceed £5,000 
was excluded, there remained an aggregate increase of £2,846,000,000 
in the hands of 340,000 persons. Under the scale considered by 
thd Committee, it was estimated that the levy would be payable 
by about 75,000 individuals, and that the yield would be about 
£500,000,000. '■ 

As regards the e.Tect of the imposition of the tax on'the individual 
taxpayer, and on the country at large, the report states the 
Committee found that— 

“ (a) The representatives of commercial and financial interests 
were convinced that the imposition of a,tax on war-time wealth 
would have dire results. In their view such a tax would lead to 
a genera^ shrinkage of credit, to a fall in the prices of securities 
and a tise in the rate of interest. They feared that traders would 
^ lyithdraw from business, that advances made to traders Iq; their 
bankers would be called in, that exports would be curtailed, arffi 
that unemployment, panic, and disaster would ensde,,’ One and< 
all, they were of opiniop that reduction of debt should be secured 
by taxation of current profits and current incon'ie and not by 
any levy on capital, however limited in extent. . . . 

'< {b) On the other hand, thf economists who came before your 
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Committee ^lisagreed whh many of thc%e conclusions. They con¬ 
tended that the imposition of such a tax could not diminish the 
wealth of country, expressed in terms of thing*, and that in 
so far as taxpayers were imitelled to reduce their expenditure m 
order to mjet their liability to the tax, the actual capital resources 
’of tfic countr^i would be improved. If there were any general 
disturbance of credit and finance, such effect must, they considered, 
be purely temporary, while in so far as the tax was applied'to the 
reduction of floating debt, a reductihn in the price of commodities 
should result. 

" {c} The Board of Inland Revenue for their part pointed out’ 
that the i\>ain part of’fhc industry of the country is in the hands 
of public.cynipaines and that these congerns would not be directly 
affected, ajiy tax on tic increased value of^the shares being paid 
by the individual shareholders.” • 

^fter a close examination and con1.ideiat.ioii of tltc evidence, for 
and against the proposed tax, the Committee f’ormulated the 
following viain coiiclusioni^ * " . 

They are <4 opinion that, althougll the administratimi of a tax 
of this character would mviSlve many difficulties, yet those ditff- 
culties should not be insurmountable* and, in its main features, 
the schcTie of the Board of Inland Revenue, as novi amended; is 
practicable in an administrative sense. ^ 

Tlie effect of the large abatements now proposed is that the 
burden of taxation would, in the main, be cast only upon those 
individuals who could most justly be called upon to make the 
sacrifice and that the tax wr\pld discriminate against those who 
had made exceptional profits in consequence of the war conditions. 

As regards the question of practicability in its wider sense of 
expedience and desirability, your CoininiUce feel that this queffioii 
is one which can only be determined with regard to natjoiial and 
financial conditions in general. * 

If tlv 2 financial position of the country is such tlvat it becom8^_ 
a«matter of urgent necessity to raise a sum of the magnitude of 
■£500,000,0t)p,* which cannot be obtained by other means, the objec¬ 
tions raised against a tax of this charactep should not be allowed 
^to stand in tht way of flie imposition* of such a tax to meet the 
national emergency. MoVeover, although the Suggested tax is 
strongly opposed by tlys financjal ryid commercial world, Ihero is. 
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on the otlier liand, a ver/ large body of public opiMon which 
regards it not only as expedient but as a just'and neccssaiy attempt 
to equalize thc'losscs suffered during the war. ,.1 

Whether in the present financial position a tax of this description 
is desirable or expedient as an alternative to Excess Profits Duty, 
or to the taxation of profits in any other form, isi a niattef on 
which your CoBimittee feel that it is not within their province 
to proilounce an opinion, and they must therefore leave that 
question to the decision of the‘House of Commons. 

From the above extracts from the report it is obvious that, 
though the Committee considered a tax on.wai-tnnc«inrreascs of 
wealth practicable, notwithstanding such a levy .would piesent 
difficulties in equitable collfction, they did not definitely recom¬ 
mend Its imposition, prefeinng to leave tlwn decision to the House 
of Commons. On ^th Jurle, 1920, the Chancellor of the Exchequer 
stated in the House of Commons that the Government had definitely 
abandoned the proposal for a levy on war-time increase in wealth, 
this decision being based on varioits reasons, one of wtiicl. was the 
dislocation ,and uncertainty to industry and finance that would 
arise during the long process of valuation of such increase before 
the actual imposition of the-tax. 

Full detailed particulars of the basis of the Board of Inland 
Revenue estimate of £4,180,000,000, representing the aggregate of 
individual increases of wealth for the whole population of the 
United Kingdom during the five years ending 30tlf June, 1919, 
were given in a Mi morandum (Cmd. 594) submitted to the Com¬ 
mittee by the Board. The vahiatirm was necessarily based on 
rough data. An estimate deiived by adding to the increase m the 
National Debt the increase in Joint Stuck Bank deposits, and sub¬ 
tracting the following items—t'xternal debt, sah's of foicign invest¬ 
ments, increase in investments (including Treasury Bills) heldffiy 
banks. Would make the war-time increase in wealth to be, roughly, 
£5 500,000,OOOe But there are certain other items to bettaken 
into the calculation, such as depreciation in market values o4 
securities, allowances lor neglected repairs and necessary renewals, 
appreciation in value of property, value of new buildings and plant 
erected during the war, rise in market value of stocks of materials 
and finished goods, and adjustiwnts for Excess Profits Duty 
liabilities, for none of which items^can corroct allowances be-niade 

• , ' I 
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in the abstincc of data* on which to bisc valuations. Again, it is 
an open question whether any allowance should be made for a 
tempoiarjsfall in investment values until actual side by holders. 

Accepting the Board of I iilaAd Revenue estimate of £4,180,000,000, 
■or animal,average increase of £836,000,000, the reason why this 
amount is coasiderably greater than the rate of national savings 
immediately before the recent war, namely, about £350,000,000 
]3er annum, is that the great Government demand for gobds and 
services for the prosecution of the war, and inflation, enabled 
manufactureis, traders, and others to extract inordinate profits, 
notwAlistainJing greatly increased taxation. 

• Cjjrrenxy Expansion, PRicii Movements, Etc. 
SkitemiMs of Currehey Expansion, Vrict Movements, and Pro- 
ductiim in certain countries (Cmd. 734, in continuation of Cmd. 434). 
Dated 2Qth May, 1920. ‘ 

These statements were prepared by the Board of Trade and 
show for* 'arious countries, since 1913, I'xpansion m currency, 
comparison of expansion in currency with rise in pric-ss and with 
rates of exchange on Li'jrdon, change m quantity of production of 
certain commodities, and index numbers representing prices. _ 

Brussels International Financial Conference, i 
Full particjalars ’of the proceedings of this Conference, which 
opened on 24th September, 1920, and concluJcd its meetings on 
8 th October, 1920, are given in Chapter XV, reviewing the course 
of the Foreign E.xchanges since 1914. 

Supreme Economic Council—Bulletin of Statistics, 
Since lOlG* a bi-monthly series of pamphlets have been issued by 
the Supreme Economic Council showing, raamfy in the 4orm of 
tables,of statistics, the economic and financial progress or otherw,%e 
(*f certain countries. , 



CHAPTER XVII 

A CRITICISM OF THE F.CONOMIC AND FINANCIAL POLICY 
PURSUED fiY THE GOVERNMENT DURING THE WAR 

By A. H Gibson 

The enormous increase of about £7,200,000,000 in tlie National 
Debt, as a consequence of the recent war, '•aises the^ impoPtant 
question whether a large part of such increase could not li?ve been 
avoided by the Government adopting a different cconciric and 
financial policy during tjic war than was actually put in operation, 
and yet the war haf-ie beeri brought to a succcssiul conclusion by 
Great Britain arid her Aliies. Reasons for thinking this opinion 
to be correct are set out below— 

If A Different Economic Policy had been Adopted ? 

If the Government had, early in the \fai, conscripted the factors 
of production necessary for the prosecution of hostilities, making 
the existing owacrs " Captains, Colonels, and Generals of Indastry,” 
with salaries fixed on a scale varying with degree of responsibility, 
paying reasonable wages to labour, and, in the case of companies, 
restricted profits ard dividends, Goveinment expenditure during 
the war would probably not have been moie than 50 per cent, of 
its actual amount. Equality of sacrifice is admittedly impossible 
dmdng war time, but general national service has never been an 
impossibility. If it be the duty of men of military age, as it 
undoubtedly is, to go forth to fight for the preservation of a nation’s 
ideals and the defence of its lands and homes, surely if is an equal 
duty—nay, a greater one, for it is free from bodily danger—for 
tl;ip, remainder . of the community to provide, collectivelyy the 
fighting forces with food, clothing, and the'necessary materials' 
for fighting, without any material profit. With a National Debt, or 
mortgage on the community, in the neighbourhood of £7,800,000,000 
' at 31st March, 1920, future historians may well asK where was 
Great Britain’s selise of equity and proportion during the war. 
lustive to the fighting forces demands that ip war time there,shall 

' 4. 4 
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be reducctl civilian consumption and increased production and 
services, the ^ving in consumption and the extra production and 
services fe’eing a free gift to the State for war purposes. Modern 
warfare, as was amply proved during the recent war, is much more 
a trial of,strength betyecn the material resources at the command 
of the belligerent nations than between the numbers of men avail¬ 
able for fighting. In the event of another great War in the future, 
conscription will probably be equally applied to every male member 
of the State, whether for productive services or fighting purposes. 
Surejy, if in war time the right of the State be recognized to conscript 
the [ihysicaf strength of certain male members of the community, 
and to .forbid or restrict increases in rent, equity demands that 
the coifiti'ol of the factors of production should also temporarily 
pass to 'Ae State, until the conclusion of peace. 

During the recent war there were pafticularly strong reasons for 
producers and manufacturers giving thelb services free to the State 
for the period of the war (subject to a sufficient living allowance 
being mi le in cases of proved’necessity),'for if men had not been 
sent to Fi mce to fight, and to ma'n the Navy, the ipicmy would 
undoubtedly have inva^ed'England and destroyed or taken posses¬ 
sion of a large number of the mills and factories, and of stores of 
materiAls and finished goods found in the country. 'For this reason 
it appears particularly iniquitous that so many people should have 
been placed in apposition during the war to amass considerable 
fortunes, whilst others were fighting and losing* their lives for them 
and the country on the battlefields of Europe, and others came 
back home maimed and bjoken m health. By far the greater 
amount of the extra profits made during the war was due to the 
rise in prices occasioned by scarcity and inflation, and not to 
extra efforts by producers, manufacturers, and traders. During 
a*period of rapidly increasing prices, due to war conditions and 
inflation, owners of the factors of production are placed in a position 
to detract a large “ unearned increment ” of profits from<4he 
‘community. Some'people have been frank enough io admit that 
they could’not help making large profits during the war, for stocks 
were continuously increasing in value simply l5y the act of holding 
for a period.’ It is true the Government obtained a return of some 
part of such " unearned increment ” througl* the imposition of 
the Excess Profits Duty, but ^hje tax, though wel]-intendoi!ed m 
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its object, was vicious in its unexpected resullis, for it not iply caused 
a further rise in prices, through being largely passed on to the 
consumer, but It led to extravagance in many ways, and’at a time 
when war conditions demanded the greatest economy in con¬ 
sumption. If the Excess Profits Duty hgd'been mad® 100 per' 
cent, it would have had less effect on prices than it actually had 
at lower percentages. So long as manufacturers and traders were 
permitted to retain some percentage part of excess profits, the}' 
had naturally a powerful incentive to extract the greatest profits 
j'ossible from the public, which they were able to do in conseqticnce 
of demand ever tending to be greater than supply undef the 
abnormal condiliorvs created by the war. 

In view of the foregoing considerations, it is a mattcrdol regret 
that Parliament, after the issue on 13th May, 1920, of tte Report 
of the Select Committee dppomted to inquire w'hether a tax was 
practicable or not on war-time Increases of wealth, decided against 
such a levy for various reasons. During the period of valuation 
of war-time increases it wealth for the'purposes of a levy there 
would admittedly be some disturbance of credit conditions, but 
this would b,e more than compensated f<)r later by quicker economic 
recovery of the country. A** to the actual amount of war-time 
inerfeases of wealth in the case of individuals in the United King¬ 
dom,, the Board of Inland Revenue estimated the net amount* at 
£4,180,000,000 between 30th June, 1914, and, 30th June, 1919. 
Dr. Stamp’s estimate^ was £5,300,000,000, and with this latter 
estimate the writer agrees, but on a basis of calculation somewhat 
different to that adopted by Dr. Stanp. What the total increase 
amounts to at the present time it is not possible to state without 
a further estimate being prepared by the Board of Inland Revenue. 
Manufacturers and traders are known to have experienced con¬ 
siderable Ipsses since the fall in prices commenced in April, 1920, 
but such losses, as a whole, are probably more than covered by the 
gr'“at profits mwle during the nine months July, 1919-March,‘ 1920, 
which was a-period of rapidly rising prices. 

' The net amount 'represents the estimated aggregate increases of value 
t appertaining to those individuat, whose capitaU wealth incceascd m value 
during the war, diminished by the fall in value of the capital of those whose 
capital wealth decreased. u 

’ Dr Stamp’s estimate was made before the Armistice and was directed 
to sofiic^indeteripinate date just after tffe ferminatton of the war. 
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If a Different Financial Policy had been Adopted > 

It IS shf!'*'n elsewhere in this book, particularly ih the cluptcis 
on Prices, that the most vicio\is part of the financial policy of the 

ilntish Goyeinjnent during the recent war was the creation of an 

• * ' 

excessive amount of credit inflation. When the Exchequer receipts 
from taxation and loans from the public were insufficient to meet 
Qpvernment expenditure, recourse was made to the bank^ to fill 
the gap by book entry credits. ‘ For this purpose, between 
^ £500,0,(K),()00 and £600,000,000 was credited to the Government 
by thif bank'-. The e.xcessive expansion of credit during the war, 
not wan anted by eronpmic conditions, createit artificial prosperity. 
It permittod requests for higher wages to be conceded. Indirectly, 
it was thecaiise of the {greater part of the nsy m prices. It enabled 
mamitrctiircrs and tiaders to extract ' large ’profits from the 
Gwernment and from the general consumer, and it’later led, after 
the Armistice, to considerable further credit expansion by the 
banks. M* mifactureis and traders I’nformed the banks, in par¬ 
ticular aftei the Armistice, that on'account of the grpat rise in 
prices, they required consider.Vbly more credit to run tlieir.busincsses. 
This was true, and the greater part of *uch requests were conceded 
by the hanks by creating further book entries of credit to Ihe 
extent of between £400,000,000 and £500,000,000 up to the eqd of 
J9I9, or of between, £600,000,000 and £700,000,0^0 up to the end 
of 1920 And so the snowball of inflation iolled*on and expanded. 

If the Government had not embarked upon the policy of credit 
expansion to pay for some of. the goods and services it required 
for the prosecution of the war, the total cost of the war would 
probably not have exce,eded from one-third to one-half of the 
actual cost, and notwithstanding it did not conscript industry. 
Eacli dose of inflation caused prices to rise still further,,not only 
against the general consumer but also against Ihe GovernJhent— 
the grontest purchaser. If no material inflation hai taken plas% 
tRerc IS reason to belufve that the necessary war expenditure could 
•have been met by receipts from taxation and the proceeds of War 
Loans subscribed for by the general publij. Ei/en the institution 
,of a compulsory form of sutscription *to War Loans would have 
been greatly pieferable to’ the policy of fmancinff part of the cost 
of the*var by book-entry bank aredits. Whatever the amount of 
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bank credit the Government obtained during the wap. the rise in 
prices that in consequence followed its disbursement must have 
ultimately cost the Government, in its expenditure fo^war stores, 
twice or thrice the amount of such credit. The effects of inflation 
are cumulative and far-reaching. It is becoming increasingly 
obvious to all observers that the country is goingi to pay a very 
heavy penalty* for the inflation effects of the creation of large 
amouflts of additional purchasing power since 1915, which, in the 
main, could have been avoided if the Government had adopted a 
saner financial policy during the conduct of the war. It is very,, 
easy to ignore basic financial and economic principles when the 
balloon of inflat’on is expanding, but when the bur-ting point 
comes, it is impossible to avoid trade being strangled by the strings 
and folds of the wrecked envelope. The growing • volume of 
unemployment since tllfe inevitable reaction in prices, with all 
its attendant grave possibilities, is one of the fruits of the pc'icy 
of inflation embarked upon during the war, not only m this country 
but also abroad. Inflation which must eventually lead to a pro¬ 
longed period of unemploynlent is little short of a ciime when the 
world is wanting goods at a price it can afford to pay for them. 
Unemployment at any tin* 3 is a waste of potential energy, which 
ought to bo* absorbed in augmenting the factors of production to 
meet future increased demand, if costs of extensions could be kept 
low enough. 

Probably no batter illustration of reaping the inflation harvest 
can be given than the following comment on the general economic 
position, extracted from the March, 1921, number of the Monthly 
Bulletin of Statistics, issued by the Supreme Economic Council. 

The most recent statistics available afford soruc indication of the senousness 
of the mdustnal depression prevailing throughout the world The production 
of such important commodities as coal, pig iron, crude steel, and sugcr are 
considerably bolov the quantities available in the year 1913 Shipbuilding 
IS stagnant Imports and exports, measured by value, show a declining 
tendency Orders are held back m view of the present high pru^fs and in 
Anticipation of^matenal reductions in the near future The fall in freights and 
the decline mi cargo offering have caused shipowners to lay up many vessels. 
In most countries the amount of paper money m circulation has undergoii'i 
but little reduction Unemployment is serious in extent and in magnitude, 
and appears to be''mcrca‘'vng Wage reductions and the working of short 
time are reducing the purchas.ng power o'* the people in many countries. 

Though laboflr has hitherto been lamentably blind to its own 
inAerests by intentionally, through.ignorance, restricting prrdnction 
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in the past* m the belief that the less each member produced, 
the more work and better pay theie would be for all, yet during 
the presen^,period of severe trade depression, which' is mainly the 
result of excessive world-wide inflation of credit and currency, a 
consideiabl,e amount 'o^ sympathy is surely due to the willing 
'vvoufd-be woiiers of the unemployed. That inflation would 
eventually lead to grave social disturbances during the inevitable 
reaction in prices was obvious to all economists. To minimize 
the extent of such disturbances in {he future, it is desirable that 
wage reductions should lag behind reductions in the cost of living, 
if sueba course of action can be adopted without unduly imperilling 
the industry^ o,{ the country through lesser costs of production 
abroad. »Ffom an economic standpoint, subsidies are vicious, but 
their continuance, to semie extent, may be cthe lesser of two evils 
during, the transition period. ‘ 

,JjVhethcr the war could have been broii’ght to a successful con¬ 
clusion by Great Britain and her Allies without any expansion of 
credit nuu'< necessarily be* a mattei for individual opinion. The 
greatly incuMsed puces of essential iiiiports doubtless necessitated 
some degree of inflation m th6 absence of reduced civilian consump¬ 
tion of commodities, and a greater volume of manufactured goods 
being av.ailable for expoit. On behalf of the Goverritnent it may 
be said that the conditions at the commencen^ent of the >war 
rendered it imperative that theie should bo immediate and con¬ 
siderable expailsion in production. Moreover, it has to be recognized 
that the change-over of industry from peace time production to 
war production required a certain amount of time for the transition 
to be effected. The bribe of higher wages and higher profits in the 
early stages of the war v;as therefore probably essential to ensure 
immediate increased production. But, after the first year of the 
warfit should have been possible to set a limit to wjages and profits, 
m other words, to, more or less, conscript industry for the remainder 
of the duration of the war. The Government was'compelled 


apiply the principle of Conscription to men required for the fighting 
forces and 'tpi* performing services accessory to fighting, after the 
voluntary system had failed to supply ihe required numbers. 
Jt is certain tliAt the adoption of the policy of inflation as a part 
means of financing the war has caused far greater evils than any 


distuibailee that would.have arisen, due to temporary 

26 —( 1723 ) 
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to the application of the principle of conscription to '.he factors of 
production for the period of the war, and’to compulsory loans to 
the Government if found necessary. The fact that 'other com¬ 
batant nations paid for a largo part of the immediate cost of the 
war by heavily mortgaging posterity is np excuse for Great Britain 
having adopted the same policy and caused an inequitable 
redistribution of the national income. 

One of the effects of inflation, which very few people have 
observed, was to cause a large transference of purchasing power 
from deposit to current accounts at the banks, and hence to dry ujj,, 
a main source of supply from which a largo part of sabscripiions to 
War Loans was-necessarily derived. This is one of the reasons 
why it became increasingly difficult to raise large Gavernment 
loans towards the end of the war and afterwards, notviithstanding 
successive rises ih the rite of interest. Manufacturers and.traders 
with considerably increased balances at their banks—the rsBult 
largely of greater profits due to inflation—-when asked to make large 
subscriptions to new "War Loans, in many cases replidJ that they 
required 'he increased balances to run their businesses on account 
of the great rise in prices, in other words, that trade required more 
liquid capital to finance it- on account of the rise in prices, than it 
did before fhe war. . ' 

Taking all things into consideration, it is extremely doubtful 
if any country has gained anything by adopting a policy of inflation 
of credit during the war. Any advantages temporarily gained are 
not very clear, but the evil results of such a policy, and the after- 
math yet to be reaped, are abunda.itly manifest already. England, 
with her great dependence on her export trade, was certainly the 
last country that should have embarked,upon a policy of excessive 
inflation. 

How .Jong it will be before the evil effects of inflation have'spent 
themselves is exceedingly difficult to estimate. Retail prices and 
iniosts of production must first fall to a level at which der.'.and will 
increase to such an extent as to cause the re-employment on'full 
time of those now thrown out of work as one of the penalties, 
foreseen by economists, of unprecedented inflation. 

The restoration of the gold standard throughout the chii^f 
countries of the world appears tnhkely to take place at an early 
d?ite, and cannot be expected until the exchanges approach gold 
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parity. It, us a matter for serious consideration whether the 
eventual rehabilitation df economic and financial conditions through¬ 
out the wcrjd might not be accelerated by the issue of a limited 
amount of international legal’tender bonds, to form the basis of 
bank cash.resejves ah(^ cover for internal currency. Any such 
issue would have to be carefully regulated by the rate of interest 
charged fo approved applicants for the bonds, and the outstanding 
aipount gradually reduced as improvement in economic conditions 
caused prices slowly to fall to an agreed upon world-wide index 
^numbep. It would also be necessary to prohibit the issue of such 
bonds to any <country tJiat did not promise to^effect gradual credit 
deflation wit}jii> its ovm boundaries, otherwise ^here would be a 
tendencyffcr further inflation. The eventual disposal of the interest 
received fntim the issue'of the bonds would* be a matter for con¬ 
sideration. It might, for the present, fofm an insurance fund to 
co’air any ulliniate losses arising o’ut of'permitting the smaller 
impoverished countries to participate in the scheme. The gold 
standard i.' not absolutely* essential under •modern conditions of 
banking and (jedit, but it proved in pre-war times the jnly brake 
on countries over-trading^and an undue expansion of credit. The 
permanent issue of any paper subs-Wtute must necessarily be 
carefully iregulated by a chaige of a variable rate* of interest, 
dependent on the course of an agreed upon irorld-wide iiylex 
number. 


The Multiplicity of Loans 

• 

When one analyses the war finance of Great Britain since the 
commencement of the wav, one is struck by the varietj' of forms of 
borroi^ing, and the immense amount of clerical labour and of 
statibnery that has been used in the issue of Ihj^ loans land will 
still be required in the future management of the loans. The 
greater fiart of the clerical labour and stationery coifld have bei* 
avtiided if the Governfnent had made use of a pass-book system 
for the cblUcfion of loans. It would have been a very simple 
matter for every bank to keep a special War Loan Ledger, and to 
Receive periodically from’the Paymaster-General one cheque for 
payment of interest on War Loan accounts. The present coupon 
system entails an enormous anisunt^iof labour on the Jianks. ^ "flie 
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crediting of interest to accounts is comparatively a very small 
matter. The day-to-day system of borrowing, which was eventually 
adopted by the Government, and which proved ves 7 successful, 
was suggested by the writer in 19l5 in letters to the Press and 
to the Treasury, 
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THE GENERAL MORATORIUM 

A —l^osrpoNEMENT OF Payments Act, 1914* (4 & 5,*000 5. Ch 11.) 
An Act to authorize His Majesty by Proclamation to suspend temporarily the 
• payment of Bills of Exchange and paymyits r# pursuance of other obligations. 

{3rd August, 1914 ) 

Be it enacted by the King’s Most Excellent Majesty, by and with the advice 
"find coijSient of the Lonls Spiritual and Temporal, and ('ommons, in this 
present I’arli.imcnt asscmlifcd, and by the authority o^ the s<une, as follows — 
1 * (1) His«Mgje#ty may •by Pioclamation authori/c rtic postponement of 
the paymejjt any bill of exchange, or of anv negotiable instrument, or any 
other payment in pursuance of* any contract, to such extent, for such time, 
<md subject fo such conditnfhs or other provisions a*; may be specified in the 
Proclamation • • • 

(2) additional st.imp tluty shall be p.vyablc 1 ^ n'sjiect (4 any instrument 
as consequence ‘of any postponement of payment in jiursuance of a 
proclamation under this Act unless the proclamation otherwise directs 

(3) Any such proclamation may be»varied, extended, or revoked by any 

subsequent p*'oclamation, and '^‘eparate jiroclamations may be made dealing 
with separate s ibjects • 

(4) The proc'.anation dated thj thud day of Aiignist, nineteen hundred 

and fourteen, relating to the^postjioncment of payment of pertAun bills of 
exchange is hereby confirmed and shall be di'^nned to have b(‘en made under 
this Act • 

2. (1) Th!s Act ihay be cited as Iflip I'ostpouemcnt of P.iynu^its Act, 1914 
(2) This Act shall remain in force for a period of six months from the ^latc 
of the passing thereof ■“ 

• • 

» 

B -PrOCI AMAflON OF fill! AUGUSl, 1914 
Eor Extending the Postponement oj Payments a'lowcd to he made by the 

Proclamation of the 2nd August^ 1914, to certain other Payments 
George K T 

Whereas under the Postponement of Payments Act, 1914, TTis Majesty 
has power by I^roclamation tp authorize the postponement of the payment 
of any bill of exchange or of any negotiable instniinent rir of any other jfay- 
ment ir^pursuanqe of any contract to such extent for such time and subject 
to siidii conditions or other provisions as may be specified inj,lic T^roc’<imalion . 

And whereas it is expedient that provision should bo made for the Plirpose 
of such postponement of payment in addition to the provision already made 
by Our I’I'oclamation, dated the second day of August, mnete<-ti hundred anfl 
foufteen, relating to the postponement of payment of certain bills ^f exchange 
Now, thort'/or^, W'c have thought fit, by and with the advice of jur Privy 
Council, to*issije this Our Koval Proclamation, and Wc do hereby proclahn, 
direct, “and ordain as follow'— • 

Saveias hereinafter provide^l, all payments,whfch have become due and 
jjfiyable before the*datc of this Pr^iclamation. or which will become due and 
payable on any day before tin? Ixgmivng of the I'burth cJhy of Septemlx'r, 
nineteen hundred and fourteen, in respect of any bill of exchange (bcine a 
ihecjiie I'f bill on demand) twhich dmwn before the beginning oJ tne 

495 * • 
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I'ourth day of August, ninete^ii hundred and fdVirteen, or m respect of any 
negotiable instrument (not being a bill of exchange) dated bcidre that time, 
or m respect of any contract made before that time, shall, be deemed to be 
due and payable on a day one calendar month after the day pn which the 
payment ongmally became due and pavabla, or on the Fourth day of September, 
nineteen hundred and fourteen, whichever is the later date, instead of on the 
day on which the payment originally became dut?, but payments so post¬ 
poned shall, if not otherwise carrying interest, add if specific demand is»mado* 
for payment and payment is refused, carry interest until'payment as from 
the Fourth day of August, functcen hundred and fourteen, if they tfecome due 
and parable before that day, and as from the date on which they become 
due and payable if they bec(^mc due and payable on or after that date,#at 
the Bank of Knglan{i rate currenf on the Seventh day of August, nineteen 
• hundred and fourteen , but nothing in this r*roclamation shall prevent 
payments being made before the expiration of the month for which they are^- 
so postponed 

This proclamation^ sfiall not apply to-— 

(1) any payment in respect of wages or salary , 

(2) any payment in respett of a liability which when inchrA-'d did not 

exceed five pounds in ^mount; r f 

(3) any paymept m respect of rates or taxes ; « 

(4) any paypient in respect of maritime freight, « 

(5) any payment m respect of any debt from any person resident ou^ide 

the Bntish Islands, or from any firm, company, or institution whose principal 
place of business is outside thy British islands, not being a debt incurred 
m the Bntish Islands by a person, firm, cdmpany, or institufr.on having a 
business establishment or branch business establishment m the British 
Islands; *■ . , 

(6) an^ payment in respect of any diviUcnd or interest payable in respect 

of any stocks, funds, or secunlies (other tWin real or heritable securities 
m which trustees, are, under*3cction One of the Trustee Act, 1893, or any 
otlicr Act fir the time being in force, avthonzed to invo.t) , $ 

(7) any liability of a bank of issue m respect of bank notes issued by 

that bank; « 

(8) any payment to be made by or on behalf of IIis Majesty or any 
Government Department, including the payment* of oldi age pensions,' 

(9) any payment to be made by any person or society m pursuance of 
the National Insurance Act, 1911, or any Act amending that Act (whether 
in the nature of contributions, benefits, or otherwise) . 

(10) any payment under the Workman's Comjxmsation Act, 1906, or any 
Act amending the same , 

(11) any payment in respect of the withdrawal of a deposit by a depositor 

in a trustee savings bank. ' 

Notlung m this Proclamation shall affect any bills of exchange tp which 
Our Proclamation dated the Second day of August, nineteen hundred and 
fourteo*.,*rclating the postponement of certain bills of exchange applies. 

God Save the Kxi^ 

C —PROCLAMAflON OF 12TH AUGUST, 1914 * 

Fox Postponement oj Payments 

George R I. « 

Whereas it is expedient to e«tcnd Our Proclamation, djtcd the sixth day 
of August, nineteen hundred and fourteen, (relating to the postponement 
payments), so as fo cover bills of cxcbuige uAder certain circumstances, and 
alY> payments m respect of any debt from any bank whose jirinopal place of 
busiitfss )s in jny part of His Majest^v's'Dommioni or any Bntish Protectorate . 
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Now, therefore. We havc*thought fit, by aad with the advice of Our Privy 
Council, to isiue this Our Royal Proclamation, and We do hereby proclaim, 
direct, and ordain as follows— 

NotwtthsU|idmg anything contained in the said Proclamation, dated the 
Sixth day of August, nineteen hundred and fourteen (relating to the post¬ 
ponement of payments), that Proclamation shall apply, and shall be deemed 
always to h.^ve applied— 

■ fa) to any bill of exchange which has not been rc-acceptcd under Our 
Prftclapjation.^datcd the Second day of Augpsl, nineteen hundred and 
fourteen, as it applies to a bill of exchange, being a cheqiie'or bill on demand, 
unless on the presentation of the bill the acceptor has expressly refused 
•rc-acccptance thereof, but with the substitul;on, as respects rate of interest, 
of the date of the presentation of the f>ill for the Seventh day of August, 
nineteen hundred and fourteen , and 

{b)* also to payments in respect of any debt from any bank whose prin- 
(ipai*placc of business ih in an)' part of His Majesty’^' Doniinions or any 
^intish Protectorate, tlUhough the debt was not^ncurred in the British 
Islands afid^hi^bank h^d not a business cstablishmefit or branch business 
establishment in the British Islands • 

Given at,Our Court at i^ucfonghani Palace, this Twelfth day of August, 
ni the year of our f^ird One thousand nine hummed and fomteen, and in 
the Fifth )oar of Our Kcigii 

• » 

• God Save the Kuig 


2) — PppCLAMATlON OF 3^D SEriEMlfEU, 19J4 
Varying the I roclamatiom tn respect oj the. Postponement of Payments dated 
respectwci} the t>econil day of August, the Sixth^day of August, and the 
Twelfth day of August, and Revoking the Proclamation dated the First day 
of September, Nineteen hundred and fourteen 

George HI « 


Whereas \mdcr tW Postponcmerft of Payments Act, 1914, We have power, 
by Proclamation, to authorize the postponement of the payment of any bill 
of exchange, or of any negotiable instrument, or another payment m 
pursuance of any contr*ict, to such extent, and for such time, and subject to 
such conditions or other provisions as may be spccifieil the Proclamation— 
And whereas, in pursuance of that power. We have issued Proi lamations 
m relation to the postponement of payments clue betore We were m a state 
of war or due m respect of contracts made before that lime, dated tile Sixth 
day of August, and the Twelfth day of August, nineteen hundred and fourteen , 
and on the Second day of August, nineteen hundred and fouilcon. Wo also 
issued a Proclamation vvhicli^is confirmed by the said Postponement of Pay¬ 
ments Act, 1914, and is deemed to have been issued under that Act • 
And* whereas, under the said Act, We have power to vary, extend, or 
revOac any Proclamation under that Act bv a subscejuent ProcHmation 
And whereas, it is desirable in the best interests nf*Our Rcali% at the 
present juncture that all persons who can discharge tlu'ir liabilities should 
do so without delay, but it is at the same time for certain juisposcs oxpediQU.t 
tl^t Our said Prociamatiqns should be varied, and for that purpose We issued 
a Proclamation dated the First clay of September, nineteen hiyidrcd and 
'■fourteen ■* , • 

An^ whereas it is expedient to revoke the last-mcntior<jd Proclamation and 
to substitute therefor such vari|itions of Our #tlier Proclamations as are 
hereinafter set fcfrth . , 

Now, therefore, We have thtmght fit, by and with the r«dvice of Our Privy 
Council, t(i issue this Our Royaf Proclamation, and We do hcicby pioclaim, 
direct, %nd ordnjn as follows— 
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1 If on the presentation foe payment of a hill of cxciiaty^e which lias 

before the Fourth day of September, nineteen hundred and lotirteen, been 
re-accepted under the terms of Our said Proclamation, date^ the Second day 
of August, nineteen hundred and fourteen, the bill is not pa^l. then, the 
said Proclamation shall, in its applicatiot^ to that bill, have effect as if the 
period of two calendar months had been in the Proclamation substituted 
for the period of one calendar month, and the sum 'mentioned in the form of 
re-acceptancc under the said Proclamation shallf/be deemeU toVc mcmased* 
by the amount of interest on the original amount of the biU for one calendar 
month calculated,at the of England rate current on the date'when the 

bill IS so presented for payment as aforesaid 

2 Our said Proclamation, dated the Sixth day of August, nmeteen hundred 
and fourteen, as extended bv Our '-.iid Proclamation, dated the Twelfth day 
of August, nineteen hundred and fourteen, shall apply to payments which 
become due and payable on or after the Fourth day of September and before^ 
the Fourth day of October, nincteeu hundred and fourteen^ (whcthir they 
become so due and payable by virtue of the said Pnaclamations or otherwise) 

m like manner as it ac‘>])hes to pavmcnls which become duennd pt.yablc after 
the date of the said first mentioned Pioclamation and before thc,bcvjinning of 
the Fourth day of September, 'nineteen hunePed and fourteen 

3 Nothing m this Procfumation shall <iffoct th(^ payment of interest under 
the Proclamations eytended 1»hcTebv, or previnit paymefTs being made before 
the expiration of,the period for which they are postponed 

4 Our said ProrlamatioA, dated the First day of September, ninetfen 
hundred and foiiflcen, is hereby revoked 

, God 'Save the Kini^ 

E—Proclamation' OF 30th Septemdter, )9I4 
Varytvg the 'Proclamalions in re^pat of Ike Postponement of Payments, dutrd 
respectively the Second AugitJ, Sixth August, Tivclfih August, and '! hud 
' September, ^nineteen hundred and fourteen >■ , 

George R I 

Whereas under th» Postponement of Payments Act, 1914, We h.ivo power 
by Proclamation to aulhori/e the postponement of the payment of any bill 
of exchange or of any pcgoliable instrument or any other payment iii ])iirsuance 
of any contract to such extent and for such lime and subject to such 
conditions or other provisions as may be specified in the Proclamation 
And w'hcrcas m pursuance of that po^^"er We have issued Proclamations 
in relation to the postponement of paynienls due before We were in a slate 
of war or due m respect of contacts made before that time, dated the Sixth 
day of August, the Twelfth <lay of August, and the Third day of September, 
nineteen liundred and fcairteen (which are rcsfx'ctivcTy'^ leferrcd to in this 
IVoclamation as the first, second, and third General Proclamation), snd on 
the Second day of August, nineteen hundred and fourteen, \Ve also issued a 
Proclanv tfon which is confirmed by the said Postponement of Payments 
Act, 1914, and is deemed to have Ix-cn issued under that Act and is referred 
m this Proclctmation as the Bills (Re-acccptancc) Proclamation • 

And whereas under the Postponement of Payments Act, 1914, We hayc 
power to vai'y, extend, or revoke any Proclamation under that Act by a 
subsfquentf Prriclamation • 

And w'hercas it is (V“Sirablc in the best int('resls of Our Realm at the pilsent 
juncture that all persons mho can discharge their liabilities should /io so 
without delay, but it is at the s^me time expedient for the f)cnefit of persons 
who cannot so dis 4 barge their liabilities thab a further limited and final 
extension of the postponement of payment authorized by .the said 
I’roiJlamations should be made— 
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Now, thcroforo, W(' havft tiioiiRht At by afid with the .uIvrc oI Oiir I’nvy 
Council to I'^sne this Our JKoyal Proclamation, and We do hereby proclaim, 
direct, and ordapi as follows— 

1 The ii;st General Proclamation as extended by par^tgraph (6) of the 
Second GenA-al Proclamation shj.ll, subject to the limitations of this Pro¬ 
clamation, apply to payments winch become dne and payable on or after 
•the Fourth day of Octolfl'r and before the Fourth day of November, nineteen 

• Inmdred anti fourteen (whether they so become due and payable by virtue of 

the said Proclajfiations or the Third General Proclamation or otherwise), in 
like manfier as it applies to p.iyinents which Ix-t'ame due*and j)ayablc after 
the; date of the first General Proclamation and before the beginning of the 
fiouilh (lay of September, nineteen hnndrixl and fourteen * 

Provi(l<'(l that, if the p.iynient is one the (hfte whereof lias been postponed 
bv virtue of any of the said General Proclamations, and is one which carries 

* intcrc'-J: (utlu'r by viitne of the terms of the contract or instrument under 
which^t IS dii'i an«l juja|)lc or bv virtue of the s.r.d General Proclamations, 
then the person from whom the payment is due sha’i not be entitled to claim 
thh benefit^if 4hif Aiticle sinless, within throe days afte# the date to which the 
paymcntiliaj bo(*u jiostponed by virtue of the said General Proclamations, all 
interest thereon iiji to that d.»te is paid * 

This Artfcle shall not a]^>ly to — 

(cd Any jiaymeift in resjuMt of rent . 

(/)) Any jiayment due .ind payable V> <>r b^ a retail trader in respi'ct of 

♦ns business as such trader 

2 The Bills (Re-acce]>tanco) Proclamation shall contmuti to apply to bills 
of exchangy ((^ther th<in chccuies and bilk on demand) .iccepted before the 
beginning c.' the Fourth day of August, nineteeii^hundred and fourteen, the 
(late of tlie * i gmal ni.itimtv wheiTof is ah.er the Third (lav of October 

if on the pVseiitatK^n for payment of any such •bill, the biTl is not paid 
and IS not re-accej^ted uiul^'r the said Proclamation, then, ujiless on such 
]ir(“sent<iti()n the acceptor has expiessly refused r('-arc(‘j)tancc thereof, the 
lull shall for all purposes, imliuling th(‘ liability of anv dr.iwer and indoj'ser, 
or <\ny oltier jiarfy theieto, be dc^'med to be due and j)av<d^' on a date one 
calendar month after the date of its original matiintc instead of on the dat(^ 
of its oiiginal maturity, and to be a bill foi the oiij^ial anuiunt thc'reof 
jncreastsl by the amoiyit of interest theieon, calculated fiom the date of the 
original inatunA' to the date of p.iyinent at tlu' JUnU oj F-ngland late current 
on the (l,it(' of its original maturity, and par.igraph (a) of the Second General 
Piorlamatioii s^iall not ajU'ly to any such bill 

3 If on the pieseiitation for Pit-yment of a bill of exchange, the date of 
maturity of which has befoie tlm Fomth day of October, nineteen hundred 
and fonrtt^cn. become postponed c'lthei bv virtue of tin* Bills (Re-acccptance) 
lYodamalion oi ixir.igrajih Jn) of the' Second Gem ial Prockimatioii (whether 
or not th(‘ date of maturity has been furthei postponed 1)> virtue yf the 
'(hird*G(“neral JVoelamation), the liill is not paid, tlieii tlie date of m.itunty 
sha^fl ho deemed to be fuither posljionc'd for fourteen days from the date of 
such presentation for jiayment, and the original anveint of tlie shall be 
deemed to be further incrc*ased by the amount of interest on the original 
amounkof the bill for fourteen days, calculated at tlie Baiil^of Fngland ^i.tc 
('jirrent on the date of speh presentation for payment 

4. Save otluTwise expressly pnividecl, nothing in this •Proclamation 
’ sliall affect t^(*aji])lication of the Geneial Proclamations to paymeftts to ^J'hlch 
lhosl> Proclamations apply, and nothing in this ITockvii^iBon shall prevent 
payir 42 nts to whicli this Ikoclami^tion applies bciitj? made before the cxpir.ition ^ 
^of the pc^riod foi^which thc\^are^postponed tliereunder 

tiod S(i9c the Kifit; 
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APPENDIX II 

MKA^URES FOR DEALING WITH BILLS OF EXCHANGE 

j —Proclamation of Sunday, 2nd A,ugust, 1914, for Poctfoning tiif. 
Payment of certain Bills of Exchange. 

George K I " o i, ' 

V^HEREAS in view of the critical situation in '^Duropc and the finaiicial 
dillicultics caused thereby if; i.s expedient that the payment of ces+am bills 
of exchange sliould be postponed as appears in this Proclamation 

Now, therefore, We have thought fit, by and with the advice of Our Privy 
(’oiincil, to issue this Our Royal Proclamation, and \Vc do hereby proclairfi, 
direct, and ordain as follows— 

If on the presentation for payment of a bill of exchange, other than a cheque 
or bill on demand, which has been accepted before the beginning ^f the ^ 
Fourth day of August, nineteen hundred and fourteen, the acceptor re-accopts 
the bill by a declaration on the face of the bill m the form set out,Jiercunder, 
tliat bill shall, for ati purposes, including the liability of any drawer or 
indorser or any other party thereto, be deemed to be due ancl b6 payable 
on a date one calendar memth after the date of itf. original matui;ity instead' 
of on the date of its original n]ntunty. and to be a bill fo,'; the original ainoant 
thereof increased by Che amount of interest thereon calculated from the date 
of rc-accei)tance t'o the newidatc oi payment at llie Bank of England r^te 
current on the cLV^c of the re-acceptance of the bill 

Foim o/ Fe-.'lcceptance ^ 

Kc-acecpled under Procl.imation for [insert increased sunt) 

I Signature___j_ 

• Date_ M _ 

Given at Our Court at Buckingham Palace, this Second d<iy of AuguM. 
in the year of ()ur Lord one llionsand nivc luinclrcd and'fourtcoi, and in 
the Fifth year of Our Reign 

' * (iod Save the Kvi^ 

li —Notice PuKiished on 13th August, 1914, Concerning ihf 
Discounting of Bills by the Bank of England 

The Chancellor of the Exchequer has for ‘several days past been in close and 
constant consultation uith the (iovernor of the 13ank of ICngland, the bankers, 
the accepting houses, and the pnnnpal traders for the purpose of providing 
the country with all the banking facilities it needs in the present emergency 
We axe now able to announce that llie Chancellor of the Exchequer has 
competed arrangements with the Bank of England for terminating the pecsent 
deadlock in the money market and for enabling the trade and commerde of 
the count*-^ to resune its normal couise The greatest difficulty arose from 
the stoppage of remittances to London both from the provinces and from 
otjjer countries,-not only in I^uropc but in all parts of the world This 
caused a breakdown in the foreign exchanges antj deterred bankers froip 
discounting bKls m the normal way To overcome this difficulty as well as 
that pf providing traders m this country with all the banking* f^cilfoes they 
need, the GovernmcT\t have now agreed to guarantee the Bank of England 
from any loss it may incur in discounting bills of exchange, either houie or 
foreign, bank or liade, accepted*pnor to 4lli AujE-nst, 1914 ‘ Accordingly we 
arc autlion/ed to iiiake the following annouiic«ment— 

“ The Bank of England are prepared* on the application of the .holder of 
any approved bill of exchange accepted, lj''fore thq 4lh day of Augus| 1914. 
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to discount at any tjinc l#cforc its duo dat^j at Bank Kate wthout recourse 
to .such hoVitr, and upon its maturity the Bank of England will, in order to 
assist the resumption of'normal business operations, give the acceptor the 
opportunity udtil further notice of postponing paymc’it, interest being 
payable in Jhe meantime at 2 per cent over Bank Rate varying Arrange¬ 
ments will be made to carry this scheme into effect so as to preserve all 
, existing obligations • 

* Tihe Barflv of "England Tfill be prepared for this purpose to approve such 
bilU of exchange as are customarily discounted by them and also good trade 
bills anc>the acceptances of such foreign and Co’onial firmf and bank agencies 
as are established in Great Britain ” 

» 

C—Statement of the TreasuIiv, ^Published 5th September. 

1914, CONCERNING ADVANCES TO ACCEPTORS BY THE BaNK OF 

•• • England, etc. 

The breakdown of thc.toreign exchanges has ca^^sed, and is still causing, 
very grca4 lyceiivenicnc^; to traders throughout Ih^ country, and stiong 
represen|ations have been made to the Chancellor of the Exchequer upon 
^ the subject. It has been poipted out to hiifi that the dislocation of exchange 
IS exercismg an extremeiy prejudicial influence! upon trade generally, and 
especially upon the foreign trade of the country, and that m the absence of 
the uSual exchange facilities, goods can neither be imported nor exported in 
a«y appreciable quantity To ascertain the crises and to find a remedy for 
the difficulties in obtaining international exchange, thc^ Chancellor of the 
Exchequer consulteil a large numbe^ of leading traders, members of accepting 
houses, a/*d bankers Aftci* a series of conferences at the Treasury, the 
Chancellor •'.f the Exchequer now wishes^ to announce that an arrangement 
has been ari’ecd at which is designed to remove tl^e difficulU« 

PrwcPpal Features of the Scheme • 

The main features of the arrangement may be summarized ns follqws-- 

(1) Tlfr Bank* of E'ngland wilt provide where required a#cc]^tors with the 
funds necessary to pay all ajjprovcd pre-moratorium bills at maturity 
Tins course will release the drawers and cndoi’^ers of*>uch hills froih their 

• liabilities as panties to these bills, but their liability under any agreement 
with the acceptors for payment or cover will be retiwned 

(2) The acceptors will be under obligation to collect from their clients all 
the funds duc’to them as soon as possible, and to apply those funds to repay¬ 
ment of the advances made by th-j Bank of England Interest will be charged 
upon those advances at 2 per cent above the ruling 13ank Rate 

(3) The Bank of lingland undertakes not to claim repayment of any 
amounts not recovered b\' the acceptors from their clients for a period of 
one year after the close of the w«ir Until lh«^ en<I of this jienod the l}ank of 
England’s cl^im will rank after claims in respect ot post-moratorium 
trfmsactions 

(4) In order to facilitate fresh business and the ifiovomeiit’^f produce 
and merchandize from and to all parts of the world, the Joint Stock Banks 
have f^ranged, with the co-opcration, if necessary, of the Bppk of Englan«i^and 
^he Government, to ad.vance to clients the amounts necessary to pay their 
acceptance's at maturity where the funds have not been provided in due 
time by thp clients of the acceptors The acceptor would haVc to satisfy 
thc^Jomt Stock Banks or the Bank of England both ^s to the nature of the 
transaction and as to the reasop why the mon^' is not forthcoming from the^ 

, client These tidvances w'()ulc^ be on the ^Rme terms as regards interest as 
the pre-moratofium bill advances ^ » 

The (V)vernincnt is now negotiating with a view to assisting the restoration 
of exchange between the# United aSliatej of Amenca and this country.* 
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APPENDIX III 

MEASURE* FOR PROVIDING AND CONCERNING PAPER cliRRENCY 

A — The Currency and Bank Notes Act, 1914 (4 A 5 Geo 5, Ch 14). 
An Act to authorize the issue of Currency }\otcs, and^to make provision with 
respect to the Note Issue of Banks {Qth August, 19M ) ^ ^ 

Bjj It oiiaoted bv the King’s most Excellent Majesty, by andfvith the advice 
and consent of the T.ords S\)irilual and Temporal, and Commons'?’ in this 
present Parliament assembled, and by the authority of the same, as follows— 

One Pound and T(\n Stalling Currency Notes 

1 (1) The Treasury may, subject to the provisions of this Act, issue 
Currency Notes for one pound and for ten shillings, and those notes slyall be 
current in the United Kingdom in the same manner and to thy same orcteiit 
and as fully as 'overeigii'c and half ‘-overei,gns are current and shall be legal 
tender m the United Vmgdom for the payment of. any am«aiqt c *' 

(2) Currency Notes under this Act shall be in such form and of ,.surth design 
and printed from such plate and hn such paper and be authenticated m such 
manner as may be directed: by the rreasurv • 

(II) The holder of a,Currency Note shall be entitled tff obtain on demand, 
during office hours»at the Bank of Eipgland, payment for the note at its face 
value in gold com which is Ibr the time being legal tender m the Unitiyi 
Kingdom 

(4) The Treasury may. subject tv sue li, conditions as to time,'manner, and 
order of presentation as thVy think fit, call iif any Currency N^ites under 
this Act on paying for those notes’at their face value m g<ild 

(5) Currency Notes under this Act shall be (Jecmcsl to be bank notes within 

the meaning of the Foreery Act, 1913, ‘ and any ythcr enactment relating to 
offences m respect of bank notes ^vhich is for tlic time being in force in any 
part pf the British Islands, and to be valuable securities within the meaning 
of the Larceny Act, 1861,^ and any other luw relating to s'tealing‘Ivhich is 
for the time being in force m any part of the British Islands, and to be current 
com of’the realm for the purpose of the Acts relating to truck and any other 
like enactment » 

(6) For the purpose pf meeting immediate exigencies all Post Orders issued 
either before or after the passing of this Act shall temporarily be current and 
legal tender m the United Kingdom in the same manner and to the same 
extent and as fully as current coins, and sl^.dl be legal tender m the United 
Kingdom for the payment of any amount 

The holder of any such I’ostal Order sh.ill be entitled to obtain on demand, 
during office hours at the Bank of England, payment for the Postal Order at 
Its face, value m any com which is for the time being legal tender in the United 
Kingdom for the amount of the note <• 

l4ovisoes (b) and (c) to subsection (1) of section twenty-four of the P<s*st 
Office Act^.lb08,* sh<it4 not apply to any such Postal Orders 

This subsection shall have effect only until His Majesty by proclamation 
revokes the sani^ and any jiroclamalion revoking this subsectiog may 
provide for the calling in or exchange of any I'ostal Carders affected thereby.,, 

I Issue of Currency Notes • ‘ v 

2 Currency Notes n^av be issued to siicli persons and m such manned as 
the Treasury direct, but the aimount of any notes issued to any person shall, 
by virtue of this Act and withoht registration <5r further Assurance, be a 

' a i 4 (ieo. 5, c 2 • • " 

* 24 & 25 Vict. c S(> 

> S IlUw. 7, c 4». 
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floating charge in priority of all other cl^irgcs, whether under statute or 
otherwise, oh the assets of that person 

i 

^Kthoniy to Issue Bank Notes Beyond Limit 

3 The G*^»vcrnor and Company of the Bank of England and any persons 
concerned in the management oi any Scottish or Irish bank of issue may, 
so far as temporarily auihorized by the Treasury and subject to any conditions 
attc'^hcd th that authority, issue notes in excess of any limit fixed by law; 
and* those pery^ns arc hereby indemnified, freed, and discharged from any 
liability,* penal or civil, in respect of any issue lof notes beyond the amount 
fixed by law which has been made by them since the First day of August, 
nineteen hundred and fourteen m pursuance of any authority of thd Treasuiy 
or of any letter from the Chancellor of the Exchequer, and any proceedings 
taken to enforce any such liability shall be void 

Power to make Bank Notes not otherwise Legal Tender, Legal 

• Tender in Scotland and Ireland 

'4 Any^bayk ^lotes issued by a bank of issue in Sytland or Ireland shall 
be legal ^tender for a payment of any amount in Scotland or Ireland respec¬ 
tively, and*any such bank of, issue shall n<^ be under any obligation to pay 
* its notes Ml demand excupt dt the head office of#the bank, and may pay its 
ndtes, if thought h'#, m Currency Notes issmj^l under tins Act. 

Prcfvided that notes which are legal tender under this section shall not be 
li^al tender for any payment by the'hiad bffice of the bank by whom 
they are issued for the purpose of the payment of notes I'fsued by that bank 

This section shall have effect ojily uptil His Majesty by proclamation 
revokes t same, and any ^Proclamation revokiAg this section may provide 
for the calling in or exchange of notes afeted thereby. 

* Interpretation, Short Title, andUxtent 

vS (1) In this Act, the cx^jrcssion “ bank of issue " means any bank having 
power for the time being to issue bank nStes 

(2) TUs Act may be cited as.the Currency and Bank N|»tes Act, 19l4. 

(3) This Act shall apply to the Isle of Man as if it were part of the United 

Kingdom, but shall not apply to any other British Pgisession • 

B — Explanatory Memorandum by the Treasury. 

The following,are the arrangements made in accordance with the provisions 
of the Currency and Bank Notes Act. 1914, for placing Currency Notes at 
the disposal of the banks for meeting exceptional demands 

(1) England and Wales 

Currency Notes are issiidU through the Bank of England to bankers^s and 
wheij required up to a maximum limit not exceeding, m the case of any 
ba*k, 20 per (!ent of its liabilities on deposit and current accounts. , 

The amount of notes issued to each bank is treated «s an ad'??®ce by the 
Treasury to that bank bearing interest from day to day at the current Bank 
Rate, ^he security for the Treasury advance consisting of^a floating charge 
on the assets of the bank up to the amount of the notes issued The bank 

permitted to repay {he whole or any jiart of any advance at any time 
> Any antoi!lnt*rcpaid can be renewed if and when necessity antes, provided 
thai the tdtal amount outstanding at any one tini^ does not exceed the 
authorized percentage of the bank's liabilities • ^ 

Any sums received by tkc Bink of EngUiid in repayment of advances are 
either applied fcuthwith to icaftcclhng any Currency Nijtes which have been 
returned from circulation and are*for the time being m the hands of the 
Bank of’Emgland, or, in jo far as^ajiy such sums may exceed the amount of 
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Currency Notes returned from* circulation in the hands of the Banlc of 
England at the time of receipt, are earned to a separate account in the books 
of the Bank of England and applied to the cancellation of nc^tes as and when 
they return from* circulation , 

In order to give the banks the advantage of the credit alowed under 
this arrangement even though actual currency may not be required, it is 
proposed by the amending Bill to take power to issue certificates m lieu of. 
actual notes t * ^ t 

The effect of the issue of these certificates will be that the banks wiU be 
able to obtain credUs with thf Bank of England on the same terms as Vurrcncy 
Notes and the expense of printing and handling notes will be avoided except 
m so lar Ks the notes may be required for actual circulation , 

t r 

(2) Scotland and Ireland 

The arrangement in England and Wales applies generally to Scotland 
and Ireland , but in the case of banks of issue in Scotland and Iieland, 
Currency Notes, instead pf being issued to the pubke, arc used as cover for 
the banks’ own notes , This arrangement has m practice theoifff.ct of enablnig 
the Scottish and Irish banks of issue to exceed the normal limit^ issue ot 
fiduciary notes so long as such dxcess issues ar<e covered by Currency Notes , 
The new certificates wil' also be available for* the purpose of cover for 
these issues. ' * 


(Treasury Miuufcs dated 6th August, 20lh \ugust, 22nd October, 1914, 
and 19th J.inuary, 191.s, set out in detaddhe conditKjns under Which Currency 
Notes were to bo issued t‘o banks within the Cnited Kingdom, including 
the Post Office Savings Bank andHhe I'rustee Savings Bankb, and provided 
for the evenfiial payment to the l‘'xche<|u^r falter allowing' lor expenses) 
of the interest received by the Bank of England on account of advances 
made to banks in the iorm of Curonicy Notes m accordance with the (aurcncy 
and,Bank Notes Act, 1914 Tnese Minutes also specified the dc'sign of 
the Currency N*'>tcs and the quality and iiature of the paper Ic^ be used 
for the issue ) 

b 

t 

r—DISPOSAL OF INTEREST RECEIVED ON ACCOUNT OF fURREN’CY 
NOTE IhSI’E? 

Treasi'uy Minute Dated the 3rd May, 1915 
My Lords read again Their Minute of tlw 6th August, 1914, cm the subject 
of the issue of Ciiirency Notes under the Currency and Bank Notes Act, 
1914 (4 & 5 Geo 5, c 14) 

By paragraph 5 of that Minute it was directc^l that all sums payable; m 
respeof'- of interest upon advances made by means of the issue of (nirreucy 
Notes shall be paid to the Bank of England, and sjiall, after deductiftn by 
the Bank oj ICngland of whatever amount may be agreed between the B?tnk 
of England?and the '^Tt’easury as a fair remuneration of its services m connection 
with the issue and withdrawal of (Tirrency Notes, be paid by them into the 
Flx«'Hequer, but fo directions have been given as to the treatments of the 
interest payable in respect of securities held on ai'coimt of the Currency 
Note Redemption Account , , ^ 

Th# Chancellor of the Exchequer recommends to the Board that these 
directions should nov* be revised and extended to interest earned on rtiese 
, latter securities ® ^ ^ • 

He States to the Board that Hie Bank havp informed himHhat during the 
continuance of the war they do not propose td make any‘charge for their 
services m connection with the issue « 

Th0 question of remuneration to fhcdkink does not therefore at ireseiit 
« « < 
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arise, but if and when it*a/ises the Chanct^llor is of opinion that it will be 
iTiQre prop*/ that such remuneration should, with the other expenses ol 
issue, be charged agains*t moneys provided by l^arliamcnt, and that the 
question of th? appropriation in aid of sucli expenses of*thc whole or any 
part of the'lBums payable to the Kxchequer in respect of the issue should 
be considered in due course. 

The Chancellor now* jiroposes that all interest received whether upon 
** advances i?iade fin Curreiuiy Notes or upon securities held for the Currency 
Not*5 Redempt’pn Account should l>c utiluod, in the first place, in order to 
provide a fund for meeting any losses which inayrfrom time to time be incurred 
upon the realization of the securities, and that the balance after making 
'^uitablc provision for this purpose should be paid into the lixi. InAjuer, and 
lie accordingly recommends that their Lcrdsh«>ps should give directions that 

1 The interest on all advances made in Currency Notes and on the 
securities held for the Currency Note Redemption Account shall, as :t accrues, 
be cr«ilitcd to the assets of that Account as shown in the weekly return and 
the amount so crcditeil* shall be shown under a^separ.ile heading among 
tl»c liabilities^^ UTjder the,title of “ Investments Reserve Account '' 

2 Tli^ Securities held on account of the Currency Note Redemption Account 
shall continue to be shown iq the return af/cost price and any proht or loss 

'upon realication or repa^ament shall when it accrues be credited or debited 
as •the case may be4.o the “ Investments Rcs^vc Account " Any advances 
ma(le*in Currency Notes which lu.ay prove to be irrecoj^erable shall when 
vvitten off be debited to that Account * • 

3 If at any tune the amount standing to the credit the Investments 
Reserve Accc«ut exceeds by more ^lan 00.000 the propoition which may 
be fixed their Lordships 4rom time to time ns necessary to provide an 
adequate erve, due regard being had* to the character of the securities 
held and Oi ’Jic other assets of the fund, the whole amount»of the excess 
over the fixed proportion shaU*be transferred to the Exchequer 

My Lords concur and ai? pleased to direct that the ainounl below winch 
the balance of the Investments Reserve count shall not be reduced by 
tians(ers*to the Lxcheipier be fijeed for the time being at ^%per cent the 
total securities held and advances outslandmg 

• 

m 

D - MAXIMUM LII^IT FIXEU TO FIDUCIARY ISSUE Ol' CURRENCY NOTES 

Treasury Minute, Dated the 15th DEctMUER, 1919 

'Ihe ('hancejlor of the Kxcheiiuer draws the attention oi the Board to 
paragiaph 8 of the l-'inal Report of the Committee on Currency and Foreign 
Exchanges after the War, which Recommends the imposition of a maximum 
hmil on the issue of Cuirency Notes under the Currency and Bank Notes Act. 
1914 The Chancelh^r proposes to the Board that steps shall be taken to 
give effect to the recomftiendatiou that the actual maxiniuni fiduciary 
circu^tion of Currency Notes in any year shall bo the fixed maximum for 
ih% following year ^ 

The maximum fiduciary circulation dunng the (‘^^lred poj^mn of tlie 
current calendar year has been _^32O,608,298 10s and the Chancellor accord- 
ingly jyoposcs that direcUons shall now be given to the Bank of En^dand 
restricting them from issuing Currency Notes dunng tlu^ 12 months com- 
tiiencmg the 1st JanuaiR, 1920, in excess of a total of ^320,^00,000, except 
against ^^oid tir Bank oi England Notes, and from issuing in 4hc calendar 
yea§ romm/nemg 1st lanuarv in any yi'ar henceforward notes in excess of 
the actual maximum fiduciary circulation of tl^e preceding 12 months. 

My Lords colicur. • * •. 

Let copies of* this Minute b*e transmitted to the Batiks of England and 
Ireland, ^lie Bankers’ Clearing Hbusc Committee, and the Comptroller and 
Audit'#r-General. and le** copies he^ireieiited to both Houses of Parlu'ltuent. 



416 


BRITISH FINANCE, 1914-19«?1 


E — CURRENCY NOTES OK rillj FIRSI' AND SECOND ISSUES CALLED IN 

I V 

Treasury Order, Dated llin JVne, 1920 

Whereas it is enacted by sub-scction (1) of Section one of/be Currency 
and Bank Notes Act. 1914 (hereinafter referred to as “ the said Act ”), 
that the Treasury may, subject to the provisions of th^ said Act, issue Cnrrenc y 
Notes for one pound and for ten slullings, and that thu-je ncyes shall be' 
current in the United Kingdom m tlie same mantiei and to the same extent* 
and as fully as sovereigns ayd half-sovereigns are current, and shajl bc*\cgal 
tender in the Unifetl Kingdom for the payment oi an> amount 

And \v,hereas it is enacted by sub-section (4) of the said Section that the 
Treasury may, subject to sucl) coiylitions as to time, manner and order bf 
presentation as tlic) think lit, call in any Currency Notes under the said 
Act on jiaymg for those iu)tes <it their face valiu* in gold 

And wiieieas it is enacted by Section one of the (airrency and Bank Notes* 
(Amendment) Act. 1914,‘ that the power of the liftasurv to cull iii Ciftrency 
Notes under the said suff-section (4) of Section one^of the said A^t, shall, be 
extended so as to include a power to call m Currency Notf^s bn exchanging 
the notes so called in for othei;, notes of the same face value tssited under 
the said Act „ , ‘ 

And whereas in pursuaWe of the said sub-sc( Uon (1) of Section onv of 
the said Act, the Treasury o*ii the sixth day of August, nineteen Kindred 
and fourteen, made provisiop for the issue of currency notes for one poinid 
and ten shillings .respectively (hereinafter referred to as “Currency Noies 
of the first issue ’’) and such Currency Notes were issued by the Ireasury 
accordingly . " * * « 

And whereas the Treasury on the twenty-second d.iy of October, nineteen 
hundred and fourteen, directed that as from the twenty-third day of October, 
nineteen hundred and fiAirtecn, the issue of/airrency Notes ot the first issue 
for one pound should cease and that the Currencr' Notes for one pound issued 
on or after that date (hereinaftcrt'-efcrred to as Currency Notes of the second 
issue' for one pound) should be of a new design , ^ 

And whercas*‘the Treasury on the nineteenth day of January, nineteen 
hundred and fifteen, directed that as from the twenty-first day of January, 
nineteen hundred aftJ fifteen, the issue of (Currency Notes of the first issue 
for ten shillings should cease and that the Currency‘Notes /or ten shillings^ 
issued on or after thac date (hereinafter referred to as Currency Notes of the 
second issue for ten shillings) should be of a new design . 

And whereas the Treasury on the twelfth day of January, ni’netcen hundred 
and seventeen, directed that as fr(jm tin twenty-second day of January, 
nineteen hundred and seventeen, or as soon as might be thereafter the issue 
of Currency Notes of tlic second issue for one pound should cease and that 
the Currency Notes for one pound issued theiicuforward should be of a new 
dcsigl, and the issue of Currency Notes of the second issue for one pound 
accordingly ceased on the first day of February, 1917 . •' 

‘ And whereas the Treasury on the twenty-first day of October, nincicen 
hundred f?nd cightccft, directed that as from the twenty-second day of October, 
nineteen hundred and eighteen, or as soon as might be thereafter, the issue 
of 45urrency Notes of the second issue for ten shillings should cease dnd that 
the Currency Notes for ten shillings issued thenceforward should be of a neiv 
design, and, tAe issue of Currency Notes of the second issue fpr ten shillings ^ 
accoBJingly ceased on the second day of November, 1918 . . 

And when.'as certain of the Currency Notes of the first and second &sues 
still remain m circulation add i^ is desirable th^t they shoyld be calloi in 
Now, therefore, the Treasury, in {)ursuancp of their powers in that behalf,*, 
hereby call in all (fiirrency Notes of tin* hrst And second Issues, and direct 

1 ^ & 5 Geo 5, c. 72. 
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that as from the date ot thts order all such Gurrcucy Notes shall cease to be 
curiient or I6^al tender within the United Kingdom 

Provided that the holder of any Currency Notes of the first or second 
issues shall, on application at any time before the first dUy of September, 
nineteen hundred and twenty, dur^jng office hours at any Money Order Office 
111 the United Kingdom or at the Bank of England or the Bank of Ireland 
be entitled ^to receive lA exchange for these notes after due ex«ammation 
♦thereof other Currency Notes of tlie same face value which have been issued 
and ftre fur the time being legal tender m the United Kingdom under the 
said Act ' > , 


^This 11th day of June, 1920 


* James Parker, 
Wm Sutherland, 


Treasury Chambers,* 
‘{Vlvitehall. » 


Two of the Lords Commissioners of 
His Majesty’s Treasury 


APPENDIX IV " 

* 1 * 

The Courts (Emergency Powers) Act, 1914 (4 iS:,5 Geo. 5) 

An Act to aivL', ui connection with ihf present IVar, jurther powers to Courts 
in relu.''>n to the remedies* Jor the recovery op money, and tn relation to 
othi> Similar matters. (31s/ Augmt, 1914) 

Be it enacted by tlic King’s 1110 “* Excellent Majesty? by and with the advice 
and consent of the Lords l^intual and Temporal, and Commons, m this 
present Parliament assembled, and by the a’jthonty of the same, as follows— 

♦' Powers oj Courts to Defer Execution, etc. $ * 

1. (1) From and after the passing of this Act no person shall— , 

(a) proceed to execution on, or otherwise to the Riforcement of, any 
jmlgment or prder oi any court (whether cnteied or made before or after 
the passing of this Act) for the payment or recovery of a sum of money 
to which this subsection applies, except after such application to such 
court and such notice as may be provided for by rules or directions under 
this Act; or ‘ 

(h) levy any distress, take, resume, or enter into possession of any 
projierty, exercise any right of re-entry, foreclose, realize any security 
(except by way of sale by a mortgagee in possession), forfeit anv deposit, 
or enforce the lapse of any policy of insurance to which this subsaction 
amifies, for the purpose of enforcing the payment or recovery of any sum 
of money to which this subsection applies, or, m default of tl've paymeift 
or recovery of any such sum of money, except after^such appirtation to 
such court and such notice as may be provided for by rules or directions 
under^^this Act. • ♦ 

•Tins subsection shall n«t apply to any sum of money (other ^hau rent not 
(»being reijt at or exceeding fifty pounds per annum) due and payable in 
purs^nce of a contract made after the beginning of the Fourth da^ of 
August, nineteen hundred and fourteen. • 

Thi^ Subsection applies to life* or endownjent^policies for an amount not • 
•exceeding twenty-five pounds. 01 payments ccfUivalent thereto, the premiums 
111 respect of which are payable aot longer than moifthly intervals, and 
have been paid for at least the two years preceding the Fourth da^ of 
August,^’nineteen hundred and fouft^ei^* 

27H»723) 
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(2) If, on any such apphcatiori, the court to fvhich the application is made 

is of opinion that time should be given to the person liabld to make,, the 
payment on the ground that he is unable immediately to make the payment 
by reason of cirtfumstanccs attnbutable, directly or indirectly, to the present 
war, the court may, in its absolute discretipn, after considenng ffl the circum¬ 
stances of the case and the position of all the parties, by order, stay execution 
or defer the operation of any such remedies as aforesaid, for such time ancj 
subject to such conditions as the court tlunks fit <• « , ^ 

(3) Where a bankruptcy petition has been presented agiinst any debtor, 

and the debtor psoves to the satisfaction of the court having junfdiction in 
bankruptcy that his inabihty to pay his debts is due to circumstances attribu¬ 
table, diVectly or indirectly, to the present war, the court may, in its absolute 
discretion, after considering al^ the^circumstances of the case and the position 
of all the parties, at any time stay the proceedings under the petition for such 
time and subject to such conditions as the court thinks fit. ^ 

(4) This Act shall apply to all proceedings for the recovery^of possofsion or 

tenements under the Srtall Tenements Recovery A'^t, 1838, ^ as if they were 
in all cases proceedings for the payment or recovery of a 3fin| oft money'due 
and payable on account of rent , , 

(5) The Ivord Chancellor maj^ make such rules and give such directions a^i 

he thinks fit for the purpoce of giving full effect to*,his Act, and muy, by those 
rules or directions, provide f«r any proceedings for tlid purposes of this*Act 
being conducted,, so far as desiralilc, in pnvate and for the rcmi4*sion of 
any fees, * • 

(fi) The power4 given under this Act shall be m addition to, and not m 
derogation of, any other powers of any court 

(7) Nothing in this Act’shall alfect any right or power of pa\(nbrokers to 
deal with plcflgcs, or give any po\ier to stay execution or defer the operation 
of any remedies of a creditor m the case of^a sum of money payable by, or 
recoverable 1/om, the subject of a Sovereign or State at war with His Majesty. 

(8) Any stay of execution or other proceedings, and any postponement 
of Jhe operation of the remedies of a creditor, which has been granted or 
ordered by any court since the commencement of the present war and before 
the passing of this Act shall be as \alid as if this Act had been m operation 
when*^the stay or postponement was granted or ordered. 


Short Ttlle, Application, and Diitahoyi 

2 (1) This Act may be cited as the Coufts {Emergency Powers) Act, 1914. 

(2) In the application of this Act to Scotland the Court of Session shall be 
substituted for the Lord Chancellor ; “ Act of Sederunt'' shall be substituted 
for “ rules ”; "a petition for sequestration ” shall be substituted for “ a 
bankruptcy petition " ; “ diligence " sliall be substituted for “ execution " ; 
and decree ” shall be substituted for " judgment or order,’' and sjunll be 
deemed to include any warrant authorizing diligence , “ credifor m a henl^ible 
securityiKshall bc«substituted for "mortgagee”; and "proceedings in 
removings and ejections in the case of subjects let at a rent not exceeding 
twjMity-one poujids ” shall be substituted for " proceedings for the,Recovery 
of possession of tenements under the Small Tencunents Recovery Act, 1838 ” 

(3) In the lipphcation of this Act to Ireland the itord Chancellor of IrclaiYd 

shall be sul>stiluted for the Lord Chancellor. * ' •' 

(4) His Majesty may, by Order m Council, at any time deicrmmr the 
operation of this Act, or pi^ovide that this Act shall have effect subject to 
such limitations as may be c/Atained in Ihe Order, but, subject to the 
operation of any sych Order in Council, this* Ait shall have effect during the*^ 
continuance of the present war, and for' a period of six months thereafter. 

» f & 2 Vict. c- 74. ... 
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APPENDIX V 

GovernhIent War Obligations Act, 1914 (5 GeA. 5. Ch lU 

*4 . V . / 

An Act to ffmke provision with respect to obligations incurred by or on behalf 
of Hts Majesty's Government for the purposes of the present war or in 
conn^cHon^ therewith and for other purposes in relation thereto. 

^ ^ * (27/A November, 1914) 

Be it enjJfcted by the King’s most Excellent Majfcsty, by and with the advice 
and consent of the Lords Spiritual and Temporal, and .Commons, m this 
pjesent Parliament assembled, and by the authority of the same, as follows— 
1. There shall be paid out of moneys Jjh-ovWed by Parliament, or, if those 
moneys are insufficient, there shall be charged on and paid out of the Con- 
^sohdatfd Fund, or the growing produce thereof, such sums as may be required 
for th« purpoy of giving effect to any such obligations incurred by or on 
behalf of His Majesty's Government before the pasUng of this Act as are set 
ouf m the^c’iediile to tins Act (in this Act referred #o as Government war 
obligations)., 

* 2. (1) No contract of re-ineurance for tRe purpose of carrying out any 
Governmeift war obligation to which the Goveiliment, or any person on 
lietfalf of the GovernOnent, are a party, shall bt liable to stamp duty and no 
contract of insurance, re-msurance, or pther document for the purpose of 
eddying out any such obligation shall be void oy reason only that it is not 
stamped or expressed in a policy of sea insurance, or is* made for a terra 
exceeding twelve months. • • 

(2) No ovisions .of the (Companies (Consolidation) Act, 190<S, i or the 
Bankruptcy and Deeds of Arrangement /ftt, 1913, ^ or any other Act as to 
registration of*charges shall aptjly to any charges given for tHa purpose of 
obtaining any loan guaranteed by or on behalf of the GoverrMuent m pur¬ 
suance of any war'obligation; and no m^ice of any such charge need bo 
registered or notified. • 

3. Any'*policiel of insurance br re-msurance granted, (ft any contract 
made, or other action taken, by any assdbiation or body of persons apjyoved 
by the Board of Trade for the purpose of carrying out any Government 
scheme in connection ,with the present war of insurance of ships or cargo 
against risk of f^c King’s enemies or for the relief of dependents of persons on 
insured ships shall, if and so far as the Board of Trade so direct, be deemed 
to be valid, notwithstanding that the granting of the policy, or the making 
of the contract, or the taking of ^he action was beyond the powers of the 
association or body of persons 

4. This Act may be cited as the Government War Obligations Act, 1914. 

SCHEDULE 

Government War Obligations 

Obligations incurred in connection with the present w.fr in respect of— 

1. Guarantees given to the Bank of England in connection with— 

(J) The discount on bills of exchange ; • 

» (6) Advances to acceptors of bills of exchange , , 

(c) Advances in connection with loans made to members the Stock 
ExfhTange. • 

Guarantees given in connection with bills of exchange drawn by 
traders having^debts due ^om^abroad whifh Ae not immediately recover¬ 
able, and in connection with jjdvances to traders to enable them to meet 
liabilities undei^contracts entered Mito before the outbrftak of war ; 

^ 8 Edw. ?, c. 69 
• 3 & # Geo 5, c 34. 
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Cj ' « 

3. Payments on contracts of insurance or re-insurancee against war 
nsks of ships or cargo or for the relief of dependents of persons on insured 
ships so far as provision is not made for those payments by the application 
of premiums or otherwise , 

4. Any loan raised by any of the PoWers allied in the present war or by 

the Government of Kgypt or by the Government^,of any of His Majesty’s 
Dominions, or any Bntish Possession or iVotejtoratc ; , ^ ' 

5. The maintenance or assistance, in connection with ^t^he present* war, *' 
of food supply, trade, industry, business, or communicatioij,s m the 
United Kingdom or in any other country, or the relief of distress m the 
United Kingdoib or in any other country. 

i € 


APPENDIX VI 

Coinage Act) 1920 {10 Geo. 5, Ch. 3) 

o « 

An Act to amend the^Law tn wespecl of the Standard Ft) eness of Silver Cbins 
current tn the Un\‘sd Kingdom and fn other parts of his Majesty’s Dothtmons 
, * CMst March, 1910) 

Be it enacted by the King’s mosCExcejlcnt Majesty, by and i/ith the advice 
and consent of the I^ords Spmtual and Terftporal, and ('onintuns, m this 
present Parliament assembled, and by the authority of the same, as follows— 

1 (1) Thdfir^t Schedule of the Coinage .^ct, 1870, as amiuided Section 
two of the Coinage Act, 1891, shall, as reganls coins made after the com¬ 
mencement of this Act, have effect as though for the words “ thirty-seven- 
fortieths fine silver, three-fortieihs alloy . or millesimal fineness 925,” m 
the column relating to standard fineness ’there were subs'iitutcdrthe words 
'■ one-half fine silver, one-half allay , or millesim.vl fineness 500,” anti as 
though for the figus? ” 4 ” in the column relating to the remedy allowance 
in respect of millesimal fineness there w'ere substitutpd the figure " 5 ” 

(2) Where by virtve of a proclamation made under Section eleven of the 
Coinage Act, 1870, the whole or any part of that Act is in force in any British 
possession at the date of the commencement of this Act, that Act shall as 
from that date apply in that possession ^as amended by this Act, anti any 
Order in Council or proclamatnin directing that any coins which under the 
Coinage Acts, 1870 and 1891, are legal tender in the United Kingdom shall 
be current and legal tender in any Ifntish possession shall extend to coins 
whic^ arc legal tender in the United Kingdom ilnder those Acts as amended 
by this Act * ^ 

Provided that the provisions of this subsection shall not a’pply as res^^ccts 
any self-^vcrning iilomimon unless and until those provisions are adopted 
as regards the dominion by a proclamation of the governor-general or 
goijernor ^ ^ 

2 The standard trial plates of silver to be used for the purpose of the 
trial of the pyx shall, instead of being made of a‘standard fineness in coV 
forr^ity w?ih the provisions of the Coinage Acts, 1870 and*189U be made% 
of pure silver. ^ 

3. (I) This Act may bc^cited as the Coinage Act, 1920, and shall be 
construed as one with the Coyfege Acts, 1870 to 1891, and those Acts and 
this Act may be qted together as the Coirfag® Acts, 1870 to 1920 

(2) In this Act the expression ” sMf-govermng dominion ” means the 
Doiftimon of Canada, the Comm^nwfajth of 7\ustralia, the D6n^inion of 
New^2feala(id, Vhe Union of South Africa, and Newfoundland. 
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APPENDIX VII 

Gold Silver (Export Control, etc) Act, *1920 
*• (10 & lU Geo 5, Ch. 70) 

An Act to control the exportation of gold and stiver coin and bullion, and to 

* proktbif fke melting or improper use of gold and stiver can 

{23rd December, 1920.) 

Be it enacted by the King’s most Excellent Majesty, by and with the advice 
agd consent of the Lords Spiritual and Temporal, and *Commoift, m this 
present Parliament assembled, and by thi# authority of the same, as follows— 

1 (1) Section eight of the Customs and Inland Revenue Act, 1879 (which 
enables the exportation of certain articles to be prohibited), shall have effect 

’as if, addition to the articles therein mentioned, there were included the 
following articfcs, that is.lo say, gold or silver com ^nd gold or silver bullion. 

(C) If ai>y peijpon acts, in contravention of or fai^ to comply with any 
condition ay.achcd to a licence authonzmg the exportation of any goods 
prohibited to be exported by ^rtue of this Section, he shall for each offence, 
without prejudice to any«othcr liability, be liabl# to a Customs penalty of 
on^ hundred pound* • ^ 

(3) Gold produced in any part of His Majesty’s Domiqjons and imported 
in|o the United Kingdom under any arrangemAl approved by the Treasury 
may, notwithstanding anything in this section, be exported in accordance 
with the terms of the arrangement ^ 

(4) In I’^s Act the expression " gold or silver bullion ” includes gold or 

silver partly manufactured and any mixture or alloy containing gold or 
silver • , • 

(5) This section shall continue^n force until the thirty-first day^of December, 

nineteen hundred and twenty-five, and no longer, unless Parliament otherwise 
determines * ^ 

2 (1) shall fiot bo lawful fox any person, except under .vd in pursuance 
of a licence granted by the Treasury, to melt down, break up, or use otherwise 
than as currency any gold or silver coin which is for t|^ time being dirrent 
in the United Kingdom or in any British Possession or foreign country 

* (2) If any piftsou acts in contravention of this section, or acts m contra¬ 

vention of or fails to comply with any condition attached to a licence granted 
under this sectipn, he shall, for each offence, be liable on summary conviction 
to a fine not exceeding one hundred pounds, or to imprisonment with or 
without hard labour for a term tiot exceeding two years, or to both such 
fine and imprisonment, and, m addition to any other pumshment, the court 
dealing with the case may order the articles m respect of which the offence 
was committed to be forfeited ^ 

3 'Dus Act may be cited as the Gold and Silver (Export Control, &c) 
Act^ 1920. 


APPENDIX VIII ^ 

REPORT FROM THE SELECT COMMITTEE ON 
PREMIUM BONDS 

(Dated 16th January, 1918) ^ 

The Select Committee appoi^teiRto enquire i^to%nd report on the desirability • 
otherwise of raising money ^or the purpose of the war by the issue of 
Premium Bonds tiave agrced*to the following Report— • 

1. Havwig in view the limited nature of our reference, we have not entered 
upon tfce consideration o4 the details the very numer<^us schemed for 
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, ( • 

Premium Bonds which have been proposed, nor have we df^lt with the 
question from the aspect of normal finance in times of peace. * 

The issues wen*, however, so varied and contentious thah we found that 
it was necessary to obtain a good deal of evidence, and we hai e examined 
35 witnesses, amongst whom were three Ml mbers of Parliament belonging to 
the Labour Party, several Bankers, including foreign Bankers, two Chief 
Constables of large industrial cities, official witnesses fropi thp Treasury,'^ 
Board of Trade, and Post Office, and representatives of Chambers of uim- 
merce, large employers of labour, of the Co-operative Societies, and pf various 
religious bodies 

2 The«first point to decide was to arrive at a definition of a Premium Bond, 

and we adopted in the mam ttje djfimtion, which had been accepted by the 
Committee which had for some time promoted the issue of such Bonds, 
namely, that the term Investment and Ih-emium Bond should mean Bonds 
repayable after a fixed term of years at par plus a moderate rate of compound* 
interest, not less than the 2J per cent, now paid on the Government Savings 
Banks deposits and having the feature that a certain number, should, be 
drawn each half-ycarL'or payment at a premium over and above the issue 
price, both interest and premium being paid free of tax. Art example of 
such an issue would be as follows— * ^ , 

The Bonds might be issued by the Treasury in series <)f ;£10,000,000, as and 
when required, and be repayable in 10 years, with 2J per cent compound 
interest, free of tdx The djderenct between 2J per cent and 4 per cent,— 
the latter being the current rate of interest on tax-free Government Bonds—. 
leaves a balance of IJ per cent., which would provide an ampje Fund out of 
which substantial premiums coul'd be 'paid qn many thousaneVs of Bonds 
drawn and paid off half-yearly, the premiums ranging possibly from £5 to 
/1,000. Bonds not drawn would bo repayable on maturii^V at 26s. (for 
each £), that sum reprifscnting the capitab value together with compound 
interest at 2j per cent. • 

3 We understand that the Gwernment has been advised to the effect 
that no issue wluch involves an element of chance could,be made without 
an Act of ParlRiment Since the Act of 1823, prohibiting lotteries, there 
has been no Act of Parliament, wifii the single exception of the Art Union 
Lottenes Act, 1846, •Wluch has directly or indirectly legalized lottcncs 

4. Before offering advice on the initiation of a form*of invqstment differing 
in character from tht existing methods of Government finance, we desired 
to obtain information upon various points— 

(а) Are the existing Government issues for large and small investors 
sufficient for the country’s financial needs'in the present war circumstances ? 

(б) Is there any field of investment at present untapped ? 

(c) Is the amount of money to be tapped large enough to justify a departure 
from existing methods ’ • 

(dj'Would new methods divert money rather than bring in new njoney ? 

(«) And whether the issue of Premium Bonds would in an) way prejudice 
our finanjK-l credit ^nd standing at home or abroad. 


5. So far as the large investor is concerned the evidence before us was 
coiuilusivc that an issue of Premium Bonds would have no effect at 4 all 

the larger Government investments from the financial interests in the City 
which pass through the Bank of England, and there'fore that side of National 
Finance netd not be entered upon. If present methods shoilld pnove to be* 
insufccient, some other alternative than Premium Bonds as defined above 
must be sought to attract ijoney from the large investor. , 

’ We are satisfied that, so far, as the gcne/al public and the small investor 
are concerned, the,present Government issrtes itail to enlist all the financial 
support that might be obtained " • , 

6. «Among3t the large section of tjic p,ut)hc who ^re not in trade, njr wage- 
eame^ mxpst*ient in non-Governaent securities still largely prevails, on 
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account of desire for more remunerative? though necessanly speculative, 
stocks, and *tnis source o^ help, financially, can only be obtained by some 
more attractive ^Government issue. , 

There is a^so clear proof that the weekly wage-earners, especially the men, 
demand an lirvestment, which would appeal to them primanly in that there 
would be a chance of substantial increase of their capital, and that the 
ordinary ra^*:if ptcrestr amounting as it must to the small investor only to 
•a fevf shillings a year, even rft the rate of 5 per cent, is of secondary importance 
to th^m ^ • 

We carefully considered whether the increase of wa|?e throughout the 
country had been proportionate to the increased cost of Ivving, anjJ, though 
irksome cases this may not be so, nearly all the witnesses agreed that, owing 
to the larger numbers of workers in m{^t Ifouseholds, and the very busy 
state of the labour market, especially in munition areas, there is a considerable 
•margii'kof wages which is not at present being invested but wluch is being 
spent ftpon luxuries in some cases, and in many cases upon articles which 
in war lime might be di^cnscd with. • 

f. Great* dikei%ity of dpinion has been evinced a# to the amount that 
would bc^cittainablc from the weekly wage-gamers and other classes by an 
•ssue of Premium Bonds, and* the estimates varied from 10 millions to 250 
militons a ;^ear. It must I5e rcTnembercd that thc?e estimates include a good 
deal ot money whicl? would, in the absence oi^any new issue, be invested in 
existing stocks, and it is only new money, that ^s, money ^ot forthcoming at 
prSsent for Government securities, that is wanted Probably, though all 
estimates are ^iiite problematical, about 80 to 100 millions a year would be 
the most rejff money that coulij be expcctcd»from sources at present untouched. 

8. We h'ul a good deal of interesting evidence as to the effect of an issue of 

Premium Lmp.^s on the War Savings Committees and Associations, which 
number now over 40,000, and upon their investmerrts Very good work has 
been done by these Assocu'Aions, especially through our schoftls. and their 
patnotic exertions, mainly on voluntary lutes, have resulted in a very large 
sale of \Wir Savugs Certificates^ and of small amounts of War Loan^and 
Bonds, ^ 

Undoubtedly a good deal of money w'ould be diverted from these invest- 
menls by an issue of Premium Bonds, for it was admittei^^y many witnesses— 
fiotably several very‘hostile to Premium Bonds—that the War Savings 
Certificate doc's not appeal to the working man, and that his investments in 
them were due to patriotism and persuasion rather than to personal inclina¬ 
tion lnstance*s were given to us to show this indiliercnce Ihere would 
be strong moral objections to the ^se of School War Savings Associations for 
the sale of Premium Bonds, and there are also practical considerations wluch 
might make it difficult for the War Savings Committee to adopt Premium 
Bonds as part of their propaganda. 

9. As regards tlie effect of an issue of Premium Bonds upon the financial 

pre^igc and ctedit of the country, the larger iuiml>er of those who gave 
evidence, as representing financial interests, were of lhe|ppinion for tne 
purpose of the war, when all conditions arc abnormal, it would be in no 
way detnmcntal or prejudicial. « , • . 

On the other hand, some witnesses held very strong opmitms of an opposite 
Aaracter • • 

;» So far^s ncttral countries were affected, the evidence rather wtnt to prove 
that^Yornium Bonds might be taken up by investors in those coiintne^, and 
thus the difficulties of exchange would be so fa^lighteited Upon this point 
we nmdc special*in(juiry as 4o hdw far Premium Bonds had been made use of • 
^n foreign countries, and wli^tlier any lesson^ can be drawn from such pre¬ 
cedents Generally speaking, for'^i^n Governments have not made use of 
this foi^^:)f investment, except for small amounts or for local purposes j but 
in mai^ of these countries there is fio ^fbjection taken to actual lotteries (in 
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Germany these have always been allowed), so thUb Premium Bonds would be 
less required to appeal to the speculative instinct. ^ *■ 

In France, however. Premium Bonds have beet for a long time a very 
popular form of investment, and have been used largely to finance Municipal, 
Local, and even State schemes, such as tl^e Suez Canal. Thesf.^issues have 
never been actually made by any French Government, but every issue has 
State sanction and approval. • „ 

It IS estimated that there are now Premium B^nds m exfatenc^j in FB.ance « 
to the amount of 400 million pounds, and there is apparenf-ly no prejrdice 
against them, but on the contrary they are held to promote thnK, and to 
form a secunty wl^ch is not easily parted with Two factors must, however, 
be taken'into account: that the French small investor values highly l\»s 
interest, paid half-yearly, and '.half most of the Bonds are issued at a good 
rate of interest These factors must be borne in mind if there was an issue 
at any time in this country, as, if interest is to be paid yearly or half-^ycarly, ^ 
the value of the Bond cannot be less than the lowest French value, liimcly, 
100 francs, or £4 * , ' 

10. After this siirve(-^ of the field of finance we arrive at tljo rfircct irme 
whether Premium Bonds arc desirable for the purpose of War f'in{*,nce, and 
here we come to very debatable'ground In 1,916 the Committee upon War^ 
Loans for Small Investors? considered the questioj of “ Bonus Bonds " and 
reported as follows “ BonuSs Bonds would probably Oe a very attracftve 
form of mvestmeg*, and very considerable sums might bo obtained*by an 
issue of this character. Btit, on the other hand, objection would not 
improbably be taken to any proposal m which the element of chance is 
involved, and, as opimon m the C^mmvttee was somewhat sharply divided, 
we are not able to make any recommendation *on the subject " * 

We can only confinn the difficulties which the former Committee found 
themselves ccfiifronted with, and candidly adpiit that the samo sharp division 
of opinion IS idso manife.st amongst the members of our Committee. Out of 
35 witnesses, 18 were m favour of Premium l^nds, 12 were against, and 
5 wpre neutral or official, and v?c note, with interest, that the division of 
opinion docs noi follow any clear and regular line, as, for'instanui, even m 
the ranks of ministers of vanous rcsigious denominations, who naturally all 
hold strong views af.nmst gambling, there was by no means unanimity m 
their opinions upon the morality of the Governmpnt's connection with 
Premium Bonds. , ' 

We arc, however, impressed by the evidence as to the existence of opposition 
to any State action which might be held to introduce an clement of chance 
in our National Finance, and it would i^ot be possible to treat Premium 
Bonds as an uncontrovcrsial war measure. 

To sum up our conclusions, we beg to report that the present opportunities 
of investment for the general public are not sufficient to obtain their free 
and support, and that there is a considerabld untapped source of invest¬ 
ment, which rmght be secured for war needs by means of an issue of jkinds, 
v^’uch would, by a speculative element, whilst preserving thd capital m>act, 
attract th^savings rf the small investor to whom the ordinary flat rate of 
interest does not appeal. 

\Ve doubt, hojwever, whether the amount of new money to be t»btamed 
would justify any change of a contentious character in our financial methods, 
and we are satisfied that such strong views are hcldVith regard to Prcmiufh 
Bom^s that^legislation to sanction them would be difficult to obtain, and * 
that such a proposal might cause a controversy m the country Vhich M'ould 
be most undesirable. We not therefore advise that an issue of Premium 
Bonds be made, at the present/ime, or until further cfforts«have been made 
to render present ij^sues more attractive to thainvcstor. i ^ 
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APPENDIX IX 

i^p(5rt of the committee on financial 

FACILITIES 

^ TERMS OF APPOINTMENT 

Treasury Miuute Dated 26rii November, 1917 

The Cliaftcellor of the Exchequer states to the. Board tjiat he has, jointly 
with the Minister of ReconsUuttion, appointed a Committee consisting of 
tl^ following— ♦ ^ 

Sir Richard V Vassar-Smith, Lloyds ^Bank [Chairman), 

Sir John Bradbury, K C B , Secretary to the Treasury, 

M|i A K L Chorlton, of Jiuslon, Proctor & Company, Limited, 

1C Brocklehurst Fielden, Deputy Chairman, Lancashire and 
Yorkshire Railway Cpmpany, ^ 

' Sir /JLGi^RiiON F. Firth, President of the Associated Chambers of 
^oqimerce of the United Kingdom, • 

Mr. Robert Fleming, , # 

Mr a* C D. Gairdkicr, Union Bank of Sco^jand, 

* Mr. Frederick^ Goodenouch, of Messrj Barclay <fe Company, Limited, 
Si*R Alexander McDowell, K B E., ’ 

Sir Alexander Roger, Ministry of*R.'con»triiction, ** 

Mr. John Sampson, as Representative of the Controlled Establishments 
Association, 

Mr t\* W. Tait. of Messts G. A Touche k Company, 
win , 

Mr. R C* Smallwood, as Secretary. • 

to consider and report whether \he normal arrangeifients for the provision of 
financial facilities for trade 1>y means of existing banking and fither financial 
institutions will be adequate to meet the nfeds of Briti^^h ludustiy during the 
period in*mcdiatt‘ly following th(‘ termination of the war.^and, if not* by 
what emergency arrangement they sh<juld be ‘siqiplementcd, regard being 
had in particular to the special assistance which may be necessary— • 

(а) To facilitate ,thc conversion of works ami factories now engaged 
upon war wiftk to normal production , 

(б) To meet the exceptional demands for raw inatcnals arising from 
the depletion of stocks. 

My Lords concur 

On the 20th December, 1917, Mr. H C. Hambro was added to the Committee 

We desire to express ournlcep sense of regret at the death in March last of 
our colleague the late Sir Alexander McDowell, KBE Although^llncss 
pre^ctited himpfrom attending any of our meetings. Sir Alexander McDowell 
look a close interest in our proceedings, and we feel that throuch his deaith 
'VC Jiavc lost a colleague whose knowledge and wide cJ^penenco would have 
b(!cn of4^|rcat assistance in dealing with the problems which have been 
submitted to us. 


TO -rilK Iso’kUS commissioners of his MAJESTY'S TREASURY 

AND THE MINISTI'R OF RKCONSTF,UCTION 
f My Lords ANit Sir, 

• Inti^oductory ^ 

1 We^iave now the honour to s^ibmit our Report ujion the matters referred 
to ub.* la the course of •our cuqaMy have held seventeen meetings and 
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examined eleven witnesses, wfr have also coAsfdered a large amount of 
documentary evidence, together with the reports of certain l^epartmeutal 
Committees dealipg with various branches of trade and industry 

2 Although the provision of financial facilities is undoubtedly an important 
factor m the re-conversion of trade and in^^ustry, we do not thMk that it is 
by any means the primary factor. The remedy for the wastage of capital 
during the war lies mainly in increased production and ge.*u;nc saving • 
A rapid return to normal conditions will depend ^marily oh the amoutlt of * 
raw matenal and labour available, and should there be a sKXirtage m either 
case, upon the efficient distribution of the available supplies to the most 
urgent national ne^ds of production This problem is intimately bound up 
with questions such as the amount and utilization of the available shipping 
tonnage, the rectification and rtiamTenancc of the foreign exchanges, and the 
manner m wluch the Currency Note issue will be dealt wth Much depends 
upon the successful solution of these problefns, which form the foundations • 
upon which financial policy rests ultimately, particularly m ccnnectiotl with 
the granting of credit facx.ities. 

3 The terms of refeicnce which have been submitted to *as appear to fall 

naturally into two mam divisions— “ 

(i) The Financial needs of trade immcdiatelv after the war, and the^ 

respect in which these 'lieeds will differ from ‘^the needs un<?er normal 

conditions. ^ 

(ii) The provi^*on of Financial Facilities to meet these needs 

In the first part of our Report we propose, therefore, to deal with tfie 
Financial Requirements of Trade and Industry, 

PART I 

THE FINANCIAL Nil EDS OF TRADE'AND INDUSTRY AFTER 
THE WAR 

4. In the courJe of our enquiry we came to the conclusion that I'l was not 
possibly to obtain information upon Svhich to frame an estimate of the total 
cost involved in the ni-conversion of industry from a war to a peace footing 
And, as the special circumstances of many of the morcumporfant trades and* 
industnes have been, or are now, the subject of enquiry by Special Com¬ 
mittees appointed by vanous Departments of State, we determined, after a 
review of all the circumstances, to rely mainly upon documdhtary evidence 
m connection with this section of our enqu’^y. 

Reconstruction of Works 

5. One of the largest .factors in the demand ior assistance undoubtedly 
will the necessity for rc-cquippmg factones and works, and alienng 
machinery only useful for war production, to machinery suitable for pew:c- 
tiifle produc‘'ion Tljc volume of the demand will differ in vanous industries 
m accordance with the magnitude of the displacement which has taken place, 
and the degree in which the character of the war output is removed fsom the 
noririal pcacc-timC output of the firms concerned. During the Reconstruction 
penod the ma^iufacturer will be confronte<l by two separate calls upon hi.f 
financial resi'urces, operating more or less at the same time ■ In dhe first 
place,'he will have to provide for the expenditure necessary for the re-coDver- 
sion of his plant and'works and, secondly, m order tp produce the same 
'Amount of output after the war^as was produceil before the war, a larger 
amount of working capital wilf be required ‘toumeet the enhanced cost of 
labour and matcnals and the general increase in standing charges. Stocks of 
raw^ipaterials have been depleted and stacks of the manufacturccl articles 
have likewise be^'n depleted, or have '^hsk'ppearcd altogether. Raw material 
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must be acquired, generally Speaking, at substantially higher prices; while 
intwuptcd frlHustnes are in the process of being re-established, stocks, both 
raw material and semi-manufactured articles, may have to be earned for 
longer periods tnan under normal conditions There will be, moreover, 
in many of tifese industries, a mo^ or less unproductive period by reason of 
the shortage of materials, during which standing charges will have to be 
provided » This will* vary, but it will obviously be greater m those 
♦indu ftnes winch’arc subsidiary in the sense that the raw material required 
is th% finished urticle in one or more previously applied manufacturing 
processes * This unproductive period will, in mady cases, have to be bndged 
by means of increased financial facilities We anticipate an increased 
d<«nand for loans to meet the circumstances which wc have just described, 
which are abnormal in character and unprecedented in dimensions. 

6 The very great increase in the volume of production which has taken 
»placc—^otably in the Kiiginecniig and Steel Trades—must also be taken 

into account. ,Thc increased demand for war maten.d of all descriptions 
has resulted in the establishment of many entirely n#A^ firms, and necessitated 
ver^ large ^xltn lions of plant and works on the par^ of established firms 
The situJtion will, therefore, be complicated by the formation, in many 
•ndustnes, of an enlarged bans lor a greafty increased commercial output 
coi^pared Vith the pre--^ar output This will*necessitate seeking new 
markers and the c^ablishment of new mdfistrics, a^id consequently an 
increased demand for credit facilities aqd additional capital. 

• • 

Repairs and Renewals • 

7 The njjce^sity'for undertaking. c»t higher prices, repairs which have been 

m abeyance owing teethe war'and which arc now much in arrear, constitutes 
a large itei.‘ of expenditure which will ^iTect industries at present engaged 
upon supplying the needs of th% civil population, a$ well as tlftise industries 
engaged ujicn war work. , • 

General Character of the Demand ^ 

8. Owing to the unprecedented nature and dimensions of^the change, the 
general character of the demand for assistance will differ from the demand 
in normed times, in that it will consist of a greater ^•;^centage of demand 
♦or loans secuyd capit.d goods (i e constructional material, etc ,) 

compared with loans secured upon consumable good^ • 

9 These demands may be summarized briefly as follows— 

(а) For a considerable period after the war a greater demand for working 
capital, owing to the increased*cost of labour and materials, the necessity 
for giving longer credit, and the anticipated expansion in the volume of 
trade 

(б) A greater demand iov extended credits for ^hc purpose of replacing, 

at higher cost, machinery and plant which has fallen into disrepiir on 
aceSunt of war. , i. u m 

(c) Requirements for rc-conversion of plant and works wh^h may.^n 
many cases, be on the border line between working credit facilities and 
new capital requirements in respect of permanent outlay 

(d) *iNcw fixed capital requiiements in respect of permanent outlay? 

Ability to Meet Financial Requirements * 

I(I It*rcmdins for us to consider the ability of trade and industry generally 
to meet their financial needs during the Reconstruction period. Some of 
our fvitncsscs b*ive given expression to fej.rs bf a general shortage in the* 
^supply of money, and credit /oii financing poSt-war trade and industry. We 
think that these fears are exaggerated ♦ ,, . • • 

11. Th<5 ability to meet the requirements for the reconstruction of factories 
and w(3tks is dependent fliamly ^ftc amount of reserves whu^h it bns 
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been possible to accumulate ou^ of past profits .Speaking generally, in this 
connection trade an,d industry may be grouped into three mair, divisions. 

12. In the first place, there is undoubtedly a large group of firms, previotr^ly 
established in vptious industries, who have been engaged tipon the manu-* 
facturc of war materials from a date soon after the commen^ment of the 
war These firms have been able to do a Vbry considerably increased amount 
of business, and have made large profits In spite of the increased taxation, 
we think that a very large number of these firms will h&ve’b‘en able to‘, 
accumulate reserves sufticieiit for the needs of Reconstruction Speaki^ig of 
those established firms, the evidence submitted indicates that their financial- 
position has improved to an extent which should enable them to raise any 
new capital which* may be required, and to obtain from their bankers any 
increased facilities, which may be n,ycessary during the Rcconslniction pcrKi'd 

13 The second group consists of a number of firms who became engaged on 

war work at a later period of the war, when taxation ^\as on a higher level, 
and the opportunity for accumulating reserves was, conseijucntly, fnot so’^ 
great Many of these fipis have been called nport to make Ikrge extensions 
to their works m order to cope with the increased,demand for w'r matenal 
of every description cases where extensions have been made, wc under¬ 
stand that, in the majority of n stances these extensions have oecn written 
down to the estimated post-war value, to tlie (^patrolled ownc^, and that 
the writing down has generaH^ been on a liberal scale , Although it is true 
that, m many cases, this may result in the bulk of their liquid resource, being 
locked up m bricks and mortar and fixed plant, it must also bo taken leto 
consideration that alteration by way of re-adaptation to a different class of 
output, or by way of reduction in size, is a much less expensix'c matter than 
an extension ■ 

14 The third group comprises a-number of entirely itcw firms, which have 
come into cx.-stence owing to the increasing demand for war material of all 
kinds, without any previous commercial histoiy and with no trade or industry 
to which to revert after the w’ar From our ow'u knowledge' and experience, 
and from the evidence which has Veen placed before us, we are of opinion tliat 
the chief finanaal difficulties will be expf'ricnced m c im.cctioii, with this 
group It has been urged upon us^ that it is not in the national interests 
that Riese firms should be allowed to peter out after the war, and that every 
inducement should be given them to continue m business and undertake 
commercial manufacture, if necessary even to the cxlcnt o#'granting therfi 
State financial assistance "We feel that, even if Slate financial aid is desirable, 
there are many difficulties in granting such aid Apart from the fact that it 
might be regarded as unjust were these firms enabled, by means of State aid, 
to compete in established industncs, with'^firms previously employed in the 
same industry, it will be difficult, if not impossible, to guard against waste¬ 
fulness and inefficient management, and to ensure that the money was 
properly and economicaWy employed 

Thd solution in these cases appears to us to lie, mainly, m the cstablis,ljment 
of new industries Everything will depend, however, upon** the econvnic 
soundness oi the indystry undertaken, and the ability to meet and maintain 
the industry in the face of possible future competition It is not possible to 
fornj.ulate any sjjecific scheme for providing financial assistance for/;ases of 
this kind ; the Capital required for establishment of these industries must 
necessanly bejurmshed by the investor or by the individual partners engaged 
in the busmuss Each case must be judged on its individual n.critst..an(l the 
abilitj^ to attract the capital necessary for its establishment will aepend ypon 
the inherent soundne^* of th^ proposition and its future jirospccts 

Future^ GovERNMENr Policy '* ^ 

15. An uncertaii; outlook for the future is'’ olie of the greatest deterrents 
to industry and finance alike Whilst wti recognize the difficulty at the 
present Unie of laying down in detail tljc. future pt^licy to be adoptceVm this 



429 


APPENDIX IX 

country in connection witfi Irade and industry, there are certain questions 
which we think the tlovernment might make knov^n their policy at an 
early date It »/ould, undoubtedly, be of great assistance manufacturers 
and others <«n laying down their plans for the future, if the policy to be 
adopted with* regard to the foUovftiig were made known— 

(a) The future fiscal policy of this country 
0 * Th# fatvming of raw materials, and priority of essential mdustnes 

aiul urgent requirement# 

. \c) 'ilie br#ak clause m connection with the termination of contracts 

for munitions of war * * 

{(1) The disposal of State owned factories and surplu'i stores. 

*W'e liave already drawn your attention, in a letter dated 1st November, 
1918, to the necessity for immediate action*in connection with the break 
clause Judging by the evidence placed before us, there existed a great deal 
•of api^ehension with regard to *the effect of these clauses. Stress was laid 
by witnesses, hot only i^on the dislocation and financial loss which would 
res’^lt fror% too ^uddeii tcrnSnation of these coiftracts, but also upon the 
effect which sftch a step would have upon the labour ciarket through a great 
number or hinds being thrown out of employment They urge the desirability 
*of coiitinujjig contracts on a gradually reducing scale, rather than imposing 
an*abrupt terminatnjn, wnerever this can be done without serious economic 
ob](‘(.tk>ii \Vc undcrstag,d that steps have iften takeo to encourage manu¬ 
facturers to undertake commercial cont/a^ts quickly afc possible, and we 
think that, wherever jiossiblc, steps should also be taken t^ secure m advance 
adequate supplies of raw material for essential industries, cither by immediate 
purchase by forward coatr*icts * • 

16 As ‘b' question of providing assistance for the reconstitution of the 
small one-i.citj businesses is, we imdeistand, under consideration by the 
Civil Liabilities Dcmobili/atiou* Coinmittec, and the questiorf of providing 
financial assistance for houfing by the Housing (Financial Asastance) Com¬ 
mittee, we consider those questions arc oi’^side the scope of our enquiry, and 
also that ^he qiuist’pn of providyig financial assistance for the acquisitum of 
land and the promotion of agriculture does not come within our terms of 
reference 

PART II 

THE PROVISION OF FINANCIAL FACILITIES 
* The Credit System Before the War 
17. To arrive at a correct untlerslanding of the financial position after 
the war, it is necessary to describe, very briefly, the credit system before the 
war, and the changes which have occurred during the intervening period. 
In normal times, the necessity for maintaining aq effective gold standard 
acted^as an automatic check upon the undue expansion of credit. As the 
balance of inTiebtedncss of this country with foreign countries became 
unfavourable and the exchanges moved against us. it became ^rofitable^o 
export gold to meet foreign claims This export cause* a gradual shrinkage 
in the available supplies, and the consequent reduction in the Bank of 
England ratio of reserve to liabilities, and so necessitcAcd a nse A the 
mnk Rate, which, in tilrn, caused a general nse in interest Cftes. This nse 
in inter«6t rqftes had a two-fold effect In the first place, it attracted gold 
to tkis counlry and induced gold which otherwise would have been exported 
to rqmnin, and, secondly, it induced people to pay off loans, and discouraged 
.new loans being sought for and created. .If the dram of gold was severe# 
money became • tight,** an(| became difficult to renew existing loans, this 
caused the sale of goods and prodiifte upon which the loafis were secured, and 
so brc^gLt about a fall yi prices which encouraged exports and discourageQ 
imports, and so gradually adjusted•thi ^situation. 
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18. But, apart from the extefnal or internati >fial aspect, the internal cur¬ 

rency also consistc<? of gold (or notes secured upon gold) whicl* tvas the^'i^nly 
legal tender for the settlement of debts It is tru^ that gok^^was unnecess^ary 
for the settlemerft of commercial transactions, and that the majonty of these 
transactions were settled by cheques, ^ut every depositor^ with money 
lying to his credit at his bank on current account, besides the right of trans¬ 
ferring the amount by cheque, had also the nght, ct any time, to withdraw' 
the whole or any portion of the amount m gold As thl; manufacture of* 
Banking Credit by the process of granting loans also mvolvci a correspoCiding 
increase in the deposit liabilities, the amount of addition.il loani which it 
was safe to grant had to bear a relation to the supply of, and possible demand 
for, gold*' ' *. 

19. There was also the further clr^ck that whilst a great expansion of credits 

caused an increased activity in trade it also caused a rise in the pnee of 
commodities, owing to the increased competitive demand due to the (;reationi 
of additional purchasing power; tlus m turn caused a rise in, w.ages, (»nd so, 
m one way or another,*, brouglit about an increaced demand for gold for 
currency purposes, wh^ch resulted in a larger amount reniaiung irf circulaA;ion 
with a consequent reduction in the reserves This set of C’rci instances 
thus acted m the same manner .*is an adverse /oreign exchange, and brought 
into play the same remeckal measures • ’ 

20 It \vill be seeq, therefon', that the gold standard* not only maintained 
the whole financial structure in a state of equilibrium, but through finance, 
it exerted a powerful mfiuerlte upon, and kept the general level of domestic 
pnees in equihbn'am with gold or world prices It acted as a wliolesome 
restraint upon overtrading, and (,Tten .idjustcd situations whicji, had they 
remained unchecked, might have developed iilto severe commercial crises. 

f. The PosyiioN To-Day » 

21. Owing to the war, the conditions prevailing to-day are entirely different 
There is no Iree international market in gold, the natural operation of the 
foreign exchanges has been mteVrupted, and tlie internal gold circulation 
has Deen replacfd by a Currency Note issat There is rfo legal liftut to the 
amount of Currency Notes which may be is'^ucd, and there is, therefore, 
no automatic check ppon the expansion of credit 

22. The total deposits of the Banks of the United Kingdom (other than thf 
Bank of England), ,which amounted on the 3Ist December, 1913, to 
£1,070,000,000, are now approaching £2,000,000,000 These figures are 
an indication of the very great expansion of credit which has'^taken place up 
to the present time, and which still rem^ms unchecked The enormously 
increased purchasing power thus created has, m our opinion, been one of 
the mam factors contnbutmg to the rise in prices which has taken place. 

The Position After the ‘vVar 

23. 'The financial situation during the Kcconstruction period w'.ll be 
iiV’uenced profoundly by the prevailing financi.al conditions at the tcrmmffcion 
of the warf Having regard to the fact that the very great expansion m 
credits which has taken place during the war, will probably persist for a 
considerable period after its termination, we are unanimously of opmfon that, 
if the reconstitution of Industry and Commerce is to bi* achieved, on permanent** 
and sound economic lines, some restriction must be imposed, at as early a date 
as possible, Upon the creation of additional credit by the restbratibn of an 
effective gold standard. To attempt to rebuild Industry by means *61 a 
further mdiscnmmate expansion of credit,, would not only endanger our 

‘position as the financial centre Qf*-the world, but ■\Vould inevitably lead before^ 
long to grave disaster. . ' ' * 

24. For this reason we think that State *borrowing should cease as soon as 
possible after the conclusion of the viar. f, Xt must borne in mind that new 
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Commercial Capital issuer have been largely in abeyance since the com- 
mencenjent the war, and that, consequenfly, there will be a great demand 
^frdJTi Trade and Industry»for additional capital State borrowing tan only 
be undertaken ifi competition with these demands We aie also of opinion 
that any Government guarantee to bankers to enable them to provide, by 
means of cretnt, for fixed capital okpcnditure necessary for the reconstitution 
of industry, is undesira];>le as being likely to cause a further expansion of 
,cred^ togeiiAr with an additional rise in prices 

25^ On the contrary, wi believe that the restoration of sound financial 
rfnethods will ne«ssitate the institution, at an earl^ date, of^measures to reduce 
gradually the undesirable credit inflation arising out of the present enormous 
volume of short-dated Government debt, and that it wiH be necessary for 
tlfe State to undertake funding operations for this purpose 

26 The objects to be aimed at in order tfi achieve the reconstitution of 
Industry on sound financial and^ economic hnes may be summanzed briefly 

•as folljjws— 

(1) To re-establish a*sound financial basis by jieans of an effective gold 

sftandar(>; , « • 

(2) 'y? (Jieck any undue expansion of credit whic^ can only be reflected 

, by a further nse in prices ; , • 

(3) Tc>*take steps to r«tduce to more normal jwoportions the inflation of 

credit due to the war. • 

• • 

^ * Banking Facilitiei 

27 By Banking Facilities we mean the normal requirements for carrying 

on the ordinary business of the country which assumes the granting of loans 
which do n It constitute a lock*up of funds*such as would impair the liquidity 
of the resoi ri es of tlfe banks • 

28 In ordcr*to obtain from bankers themselves an opinion a«fto the ability 
of the banks to meet these ileTnands, a meeting df representatives of the 
London Clearing Banks was*held on 20th June, 1918, under tfle auspices of 
our Chairman, at which the representative*of the Country Bankers' Associa¬ 
tion and cihers w^rvalso present* This meeting was unanin^usly of opi?lion 
that the banks would be able to provK|e all the facilities of this character 
required by trade and industry during the transition nenod In atXlition 
to this, banking witnesses have given evidence before us, and we have also 
examined evulAicc given by similar witnesses befon) the Committee on 
Financial Risks attaching to the holding of‘Trading Stocks. From the 
evidence thus submitted to us, we are of opinion that, so far as demands 
of this character are concerned, the situation may be left safely in the hands 
of the banks 

Extended Credit Facilities 

29. By Extended Credit facilities we mean loan;* involving a lock-up of 
funds a more or less extended period and secured upon assets not readily 
realisable, inchldmg loans required for giving “ long trading ” credit, eitl^r 
at home or abroad, and loans secured against capital gqpds whick are either 
dependent upon future profits for repayment, or will be replaced ultimately 
by an ’isue of new capital. The provision of adequate facilities of^this 
character, if the demand be upon a great scale, which in ftiany quartos is 
thought will be the case,* presents one of the chief difficulties IVith which we 
•have to (leal./ It is clear that the banks, as at present constituUd, however 
williMg they may be, will only be able to assist in a limited degree, owing to 
the necessity for keeping a large proportion of t]jeir fiinus in a liquid state. 

- 30 We have already stated {p/rs 5-9) that, m our judgment, the character * 
of the demand ior assistaucl during the Reconstruction period will differ 
from that of normal times. This •difference is likely to dc of a temporary* 
nature m ^o meet these demands, jye ar^ of opinion that, in the first ijlace. 
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the banks will, for the time bein^. have to dcpart^in a measure from traditional 
customs when judging the character of the nsk involved It wi,U-be necessary 
to exercise discretion upon rather broader lines.' And secondly, to eil.‘’bl^ 
them to do this tnth greater safety and confidence, we are sti*ongly of opinion 
that a substantial increase in their paid-up capital is desirable^ • Apart from 
the necessity for being in the strongest possible position to meet the ilemands 
wluch we have foreshadowed, such a measure is in opr opinion also necessary, 
to enable the banks to grant the extended credit ^nd generally \viler fa(ylltlcs^, 
wluch wil be required m the future, if trade and industry is \<} be in a position 
to compete succestfully with the foreigner. Moreover, in view of the dechno 
in recent years of the ratio of paid-up capital and reserves to deposit liabilities, 
an increase is eminently desirable From the evidence which has been placed 
before us, and from the trend o/ rei^ent events in the banking world, we believe 
that bankers themselves are, generally speaking, agreed upon the desirability 
of this increase We recommend, therefore, that every facility should be 
given by the Government to enable the issue, at the earliest possible n,'pment,*’ 
of any new share capital,iwhich may be foun(^ necessary. 

31 During the pengd immediately following the,war it i^,essent;al that the 
available supply of capital and credit should be devoted m tlie fir^t place to 
the assistance of the most urgent national nc^ds for production, and, whilst 
it will be necessary for tfee banks to take a liberal view of the . equests foi* 
loans, we tlunk that, m ordfr to check any outbursi of speculation and 
prevent the incepjtion of enterpnses of an unessential character, it will also 
be necessary to exercise sotne discretion as to the purpose for which /-he 
money is required The rationing of the available supplies of raw material, 
if It be found necessary, will furnish a n^easure of guidance in t+iis connection. 

32 To enable the banks to do more m the dnection of granting’iong trading 
credits, we are also of opinion thft it is desirable that' bankers should make 
more wdely known their willingnd^s to accept deposits for long periods, at 
fixed rates of interest We believe that, if they were encouraged to do so, 
a number of depositors would be willing to deposit their money at fixed rates 
of ijiterest, for periods of from OnC to five years, without the right of with¬ 
drawal The removal of the liability to withdrawal wculU thus ,,enablc the 
banks to grant loans for longer periods 

33 In the foregoi^jg paragraphs we have recommended the only practical 
remedies which appear to us to be possible at the present time. It must, 
however, be borne in mind that the efficient organization of triMc and industi)^ 
on up-to-date lines is. in itselt, an important factor when considering financial 
assistance. Wc welcome, therefore, the policy of trade ofganization and 
co-operation which has recently become, manifest, as furnishing greater 
financial security, and a sounder basis for the granting of credit facilities. 
A well balanced capital account without an undue proportion of debenture 
debt compared with the share capital is also of the greatest importance when 
cons^enng long crediti? It is obvious that a Bank cannot be expected to 
take The risk of advancing money for long periods in cases where i;|ierc is 
already a pnor hen upon the assets in the form of a large debenture issq? 

The pnrrlipal manufacturing establishments of tins country (although their 
capitals arc small compared with those ot Germany and the United Stales) 
areinow organized on a joint stock basis, and have access throu^^h their 
shareholders (wHo, m individual cases, number many thousands) to the source 
from which new capital can be obtained The war has placed them, generally 
speaking, di a position where issues of new capital are to be well** 

responded to; and we suggest that they should, by increasing their capitals— 
thereby increasing tlieir available resources not only by the increased capital 
itself but also by the improvecj ♦:rcdit facilities which it will enable them to 
command—put tljemselves in a stronger position to meH the hoped for 
extension of production, to carry stocks i.broad, to furnish longer credits to 
thciiu customers where necessary a^d advisable, gnd to take a paij in the 
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financing of large contracft/vhich they m<if obtain tor their manufactuies, 
eit^T ♦ithih^thc limpirc yr ebewhore • 

• Additional cayital so raised would also enable leading concerns to develop 
new lines of enterprise, more or less allied to their existing business, with much 
less risk an(f%norc prospect of nltmiatc success than by the formation of new 
and independent concerns 

♦ If a por^o* of any sftch issue of shanks of a preferential character, and 
•giving a good return in dividends, were reset ved for their workpeople, it would 

materially assisl*hnancially and in oth< r equally important din'ctions 
^ 34 Jn ^ur opinion, institutions are necessary fo piovid^ additional assist¬ 
ance for trade and intlustry by developing similar faiiht^s to thyse which 
hiwe been provided by the German banks In this connection we have to 
notice the formation of the British Tn#Ic #'orporation This institution 
was formed as a result of the deliberations of the Cominittcc appointed by 
^he Bo.'ydof Trade to investigate fhcqucslion of Financial Facilities for Trade 
Its cointitutionaud functiims wen; laid down by the Committee as follows — 

(1) It should have afcapittil of /^lO.000,000 ^'hc first issue should be 
fi^m ^2,^00f0(n to /5,#00,000, upon which, in thep first instance, only a 
small amoipnt should be paid up, but wlndi should all be called up within 

• a reasonable time A further issue should oe made afterwanls, if possible, 

aj a preitiium • 

(2) , It should nof accept deposits at call short notice 

(3) It should only oiiT*!! current acciMiPts parties ^lio are proposing 
make use of the overseas facilities which it would afj^ord 

(4) It should have <i I’oieign Fxchange Department where special 
facilitie-' iinj^it be afforded foi dce^mg with bills in foreign currency 

(5) It Tould opey a Credit TX*partment for the issue of ciedits to parties 

at home a'.d abioa<l ^ ^ 

(3) It shoflld enter into banking agency aira*gernents with existing 
Colonial or Bntish-foreigii^banks wherever they could be com hided upon 
reasonable term'., and when* such arrangements were made, it should 
iiiidet take* not ty set up lor a specified peiiod its own branches or agencies 
It shouW h.ive power to set u|^ branches or agencies wh#re no British- 
foreign b.ink <if importance exists • • 

(7) It should inaugurate an Information Buieau • 

^ (8) It shoul^endcxwour not to interfere in any business for which cx’sting 

banks <ind b.iiilong houses in^w ]irovidc facilitu's, .tnd it should try to 
pioinofe woiking transactions on joint account with other banks, and 
should invite Mher banks to submit to it new transactions which, owing 
to length of time, magnitude, o» other leasous they aie not prepared to 
undertake alone 

(9) Where desirable, it should co-operate with the merchant and 
manuf.icturcr, and possibly accept risks upon joinf account 

(10) It should become a centre for syndicate operations, availing itself 

of tlifc special knowledge which it will possess through its Information 
Bu^du ^ ^ 

35 We have had the advantage of an irUervicw witff l.ord Fanngdon, 

( hairman of the above-mentioned (kimmittoe, and now Governor of the 
British 'J^ade Corporation T.ord Fanngdon explained the work which will 
bf^undertaken, and gave us particulars of some of the plans whi^i have been 
kiicl down for the future The Corporation was designed to fill a^ap m the 
Tmancial ntacluflery of this country and to supply needs which have long Ifcen 
felt bf trade and industry Apart from the assistance which it will be able 
to render m connection with overseas contracTs, flie development of existing i 
i®Rrkets, and the securing of ones, its sjuR'rc of ustdiihicss is large, and 
one of great impoftance to the dcvcl»pment of trade and Adustry. 

But.'as *he business which the Corporation was formed to undertake 
exists to-€ay only to a hmiftd extent,to the restnction^m^osed upon 
(I72y) • * "• 
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trade m consequence of the way, it is difficult (oi' us to estimate cither the 
volume of demands which will be made upon it, or its competency to meet 
them in their entirety. Obviously its power to do so will be limited b/'lhe 
means now at As disposal and by its ability to raise additional capital. 
Additional institutions of this character may be required in the.fature The 
Corporation has, however, not yet had adeq\iate opportunity for oemonstrating 
Its usefulness, which we believe will be great, and is not yet firmly established 
as an integral part of our financial machinery ^ \ 

36. Several suggestions have been laid before us for the formation of '{radc 
Banks or Co-operative Credit Associations of other types than thoce already 
referred to, but after careful consideration of all the circumstances wc have 
come to fhc conclusion that it will be better to utilize the machinery already 
available rather than to create^nov, to meet a set of unknown circumsUncls, 
new types of institutions. 

New Issuer 


37. Wc have already alluded to the fact that .commercidl issues V>f new 
capital having been largA'y in abeyance sincedhe cijmmcncement of the war, 
It IS reasonable to cxjx'ct a very large number of appeals fop iifw capital/and 
that if the State is also under the necessity of borrowing, it will erf a further 
element of competition which is ftkely to force rip money rates to a high Icvcl^ 
But it IS also most esscntilll for the future prosperity of this count.“y that the 
available supply of capital shotld flow, in the first place, to essential industries, 
and not to the su^^port of enterprises of a speculative or unessential character. 
The increased co§t of living and high taxation will induce many peopla-to 
seek a high return on their capital with less consideration for safety, and will, 
consequently, encourage the issve ofcentcrnnscs of the laftter character 
Whilst wc arc in favour of an early removal of all measures of l^late control 
of finance and industry alike, at tlll^samc time wc are of opinion that it will be 
advisable to maintain, aifter the war, some control over new issues, at any rate 
until such tp.ne as State borrowing in connection with the war is cr)mplcted 

For these reasons wc arc also,of opinion that it will be necessary for the 
saftic period to exercise, as far as possible, supervision over the cxjxirt of 
capital, and the objects lor which such’ export may’ bi^ desir*d Apart, 
however, from control of new issues during the reconstruction period, we are 
of opinion it IS mosit desirable that, if possible, permanent measures should 
be taken to prevent, or make more difficult, the promotion and issue of 
unsound propositiom* Consideration of the subject in tl/is wider aspect 
docs not come within the scope of our inquiry, but we think it might be 
possible to strengthen the Companies Acts so as to achieve this purpose, and 
we hope that this may be earned out. « 

38. We arc impressed by the enormous potential increase m the number of 

small investors, which is shown by the figures published by the National 
War Savings Committee The continuance on ,the part of the people of this 
coufitry of the habit of investing their savings constitutes a most important 
factor in the provision of the capital necessary for the rapid ^re-convQ'sion of 
trade and* industry. • 

The destruction capital during the war can only be made good by genuine 
saying. An increase in the habit of saving on the part of the community in 
general means i n increase m the real capital wealth of the country, which is 
bound to twjiefit trade and industry. , 

It is impossible to over-estimate the value of the work done by the National 
Wafr Savings Association throughout the country m encou^ging habits oh 
thrift and econom} Government securities furnish by far the beit and 
safest medium for the mve^-ment of small ^ums of money, and we are glad to 
notice that steps are to be taken* by means of Savings Associations, to continj^e 
the policy which *has proved so successi^ul cfiii^g the war.» 

J 9. The provision of the capital requiifed for the re-conversion (jf trade and 
usjry is dqoendent largely upon the machinei^ for promoting eiWcrprises, 
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and offering for public Mib«;{i^^tion new issiicoof capital which will be required 
by^ilpmtncrclgii and mdustnal concerns In Germany, tlu^grcat banks under- 
•todk a large ampunt of tliis class of business, they were jvillmg to take a 
hand in any promising industrial enterprise, and furnish money at an early 
stage m its * |ircer, ultimately, if the concern proved successful, themselves 
making the issue to the public For this purpose, and m order to spread the 
sisk during th^ initiatoiy*stagcs, they surrounded themselves with a secondary 
’•‘'rou^ of maustriM banks, indicates, etc , who participated with them in the 
busiiJtss Therwwcre many advantages in this system In the first place, a 
Tlianncl ^^^as provided through which the busme.4 could Ifow, and, secondly, 
the cu::iloincr of the bank was able, through the branch of his owii bank, to 
oW..iin an opinion upon any enterprise, or contemplated extension to his 
works oi business, without having to go fvA'th.ir afield, and tins, too, with the 
additional knowledge that if liis project was a sound one, he would receive 
ithoir a'«,sistancc m raising the neebssary capital 

40 A second iinportai\t point is that the German method furnished a 
greater degiee of protertlt)n to'thc investor, as the#banks were in a measure 
rcsifhnsiblc^fo® tlfe bond jkdes and sound character of^he proposition. This 
led to a niDrc*careful examination of the prospects, and ensured that enterprises 
vvere not offered for public sulr^cription untif they were more or less found to 
bq ‘jucccssfill as going concerns Ihcrc is also the furtluT substantial advan¬ 
tage tl^at the bank was able to maintain a ntcasurc ofi control through the 
b.inking account of the bflsincss, and thus was ^blc to prH^ent over-trading, 
anfl ensure that the business was conducted on sound lines 

41. Wo do not suggest that the deposit banks in this country should adopt 
the German^i<5lhod of conducing tliA class of business We believe that the 
machinorv , to which ithc British Trade (’orporation should form a valuable 
addition, i .ilready m existence It congAts of a group of financial houses, 
comprising MvSstbienf tiust cor*panie^, well-known assumg houses, meichant 
bankers, and otheis Tliere.»will be many openings in this country, after the 
war, for the remunerative employment f^f cajntal V\^e think that it i-. 
within the power of this imj>ortant group, without ncgU'Cting enterpnscs 
atwoad wliffch \vould*be likely to he advantageous to trade, tb render fuither 
assistance, by identifying themselves with productive industries m this 
country and rendering financial support in the earlier sVges of development, 
ultimately und<ytakin,']j the placing of the issue of new capital with the 
investor • • 

42 The institution of a system of working arrangements belween the 
members of this group and the various Joint Stock Banks would, wc thinl., 
be of great assistance It would 4orm a well-defined channel through which 
the business could flow and would combine, on the one hand, the knowledge 
gamed by the bank of the past history, mtegnty, and ability of the customer, 
and, on the other hand, the,financial knowledge and^expencnce of the trust 
company or issuing house And further, if means can be devised by i#hich 
the bartks can u^idcrtake some responsibility for the bnnti /ides, not necessarily 
the IStuie success, of the undertakings on behalf of which they agr%c to acce^ 
subscriptions, it will add a very considerable measure df protection to the 
investor. 

^ . State Aid 

o 43. We hava considered carefully the necessity for State aid,# more par¬ 
ticularly as ai{5plied to banking. We have discussed schemes for the issite of 
induSrial securities, guaranteed by the Government wHolly or partially, as 
to interest only Dfid as to bc^h j>fmcipaJ and^interest, and also the possibility 
M making direct advances t^ individual firfns We have already stated 
{par. 24) that we do not recommend any assistance to bankers; and in« 
paragraph !4 we have discussed the difficulty of granting such aid to individual 
firms. Speaking generally^ State b^'means of advances*implies also a 
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measure of St.ite control l-roi the evidencehas been placed before 
us, we believe that-.Vianiifacturers and traders are unannnouslj*hi favou^^^of 
the removal of all State contnd of industry at a^ early a date as ptisbifcle • 
This being the case, it is clear that applications for assistance by means of 
a loan from Government would only be made after refu'^al in o*ftcr quarters 
Obviously, the in.ijoiity of appUcalions would, therefore, lie aii invitation 
for the State to step in where cx])crts had already reyfused, and-would hardly, 
form suitable investincnts for public funds * 

44 We tliink, however, that cases of hardship may arise, r-ore particularly 

in connection with*hrms wlto have undertaken, under considerable pressure 
from the Goveinnv’iit, the mamifacture of munitions of war 'Ihis hardship 
IS likely to lx; accentuated in cases where a great change in plant or the 
budding of large extensions ha»bc\n nccess.iiy. It is possible that, in many 
cases, owing to high taxation and other causes, the full significance of the 
change and the expenditure necessary for rc-c.)nveision of plant and machinery „ 
has not been nsilized by the manufacturers in (question, actuated ai> they 
may have been by patridcic motives or undr/ pre'foure from a Government 
Department We thmb that it is only just that the Governmcwit Should 'give 
sympathetic consideration in all such cases We do not think Jt n possible 
to design any scheme for dcahng'with them otv general lines, either by means 
of loans or otherwise ’ , 

45 Wc understand, howevol, that individual cases already receive sympa¬ 

thetic treatment aidhe haiul'^.of thcJVpartments . viit we are of opinion that 
it would facilitate the invcstigalU)n of them, and create an additional measdre 
of confidence, if a small Committee we'c formed, consisting of Goverumeiit 
officials and business men in leachiig iiRluslnes, eitlier to cortsuh'r them in 
the first instance, or to act as a 'I'ribunal, to'which aj‘)peal cou'ld be made 
w'hcn the applicant considered that he had not received adequate consideration 
at the hands of the State a ‘ * 

46 Circumstances may arise in (omuction with certain key industries, 

wdiich will nccessit.ili' the gianting' ol State fmancial assistance m some form 
or r.nothcr Tl may be tliat the issue of sccuritu's with some form of a 
tiovernment giutr iiitee will be found to bo tnc best means'ot raismgJthe neces¬ 
sary capital m cases of this character , but we do not Hunk this method could 
be adopted with adv. iitagc as a means of assisting the ordinary commercial 
and manufacturing enterprises m this country * 

47 It has been urg ‘d uj)op ns that the jiresent high rate of Isxccss Piofits 
Duty has prevented the formation of adequate reserves, and has rcsuUed in 
many cases in the depletion of the liquid resources iiecesi-ary to furnish 
working capital and provide for rc-corversion exj)enditiire during the 
Reconstruction period Whilst this subject is under more intimate con¬ 
sideration by the Committee on Financial Risks attaching to the holding of 
Trading Stocks, wc are. of opinion that it would be of great assistance to 
manufacturers and others, who find themselves m this position, if arrange¬ 
ments can be made by which a portion of the tax can be retained for a^penod 
m the fornjjof a loan The rate of interest to be charged, and the terms and 
conditions uj)on wltvch it is granted, whilst not of a penal character, such 
as might render the concession useless, should be so framed as to secure early 
repayment, protfct the Government from loss, and prevent applications of 
a frivolous: n,aturc 


SUMMARY 
Part I . , 

48. Our recommendations anil mam conclusions may be summarized briefly 
^ as follows— ^ ' 

Tl^ere will be an increased demand for credit facilities during Hie Recon¬ 
struction period. The character of^Uie'dbmand i^ill also differ front* that of 
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normal time"^ m that it wilf <ymsist of a grcatrr demand for loau''^ secured upon 
cacjtaPgoocfsJcomparcd with loans secured upon consumaL>e goods {Pars 5 9 ) 

• The ability o^tradc antf industry generally to provide for ^ts linancial needs 
will depend largely upon the amount of reserves it has been possible to 
accumulate* I There are thiee m.yn. divisions under this head— 

(а) Firms who have been engaged upon war work from a date soon after 
the comjp<#iccmcnt of the war 

•(6) Firms \\^io becameicngaged upon war work at a later penod of the war. 

•(f) New fii#ns created as a result of the enormously increased demand for 
war material of all descriptions • * 

We anticipate the chief hnaiKi.il difticulties will be in (iinnection with the 
tiiinl group. (Pars. 10 14) * 

Uncertainty being the greatest deterntit io Industry and Finance alike, 
it IS important that the Government sliould pronounce Iheir futuic policy 
^with regard to— • 

{t^ The fyturo fiscal,jxihcy of this country , 

(б) The rationing of raw^matenals and priority of essential industries 

a'hd urgf!nt»rc\fuircincifts , • 

(c) The*break clause m connection with the teimiiiatioii of contracts for 

1 , munitions of war , • * 

(d) Tlfe disposal of SAite owned factones aiHi*surpUis stores (Par l.S ) 

• • 

^ Part*] I 

In paragraphs 17 -25 we discuss the Credit System iVachieve the recon¬ 
stitution of^tiJlde and industry- on sAiind financial and <*ronomic lines it will 
be necess. -y— • 

(а) Tc 'C establish a sound financi^d basis by iiuans of an elfectivc 

gold standaM' • • * 

(б) To check any undufjexpansion of credit, which can only be reflected 

by a fiiilluT rise in prices , ^ 

(f) To take steps to reduce to more normal proportions the inflaticii of 
*<redit dtie to tne*war (Par fid) • 

Th(; banks will be in a position to meet demands for ordin.iry banking 
facilities (Pars. 27 -28) • 

, Then* will bc^somc iifficulty in providing all the extended cicdit facilities 
which may be required (Par 29) • • 

I'o meet this difficulty we recommend - 

{(i) An incAjase iii the capital of the banks (Par .SO ) 

(6) The acceptance by the b»nks of deposits for longer periods at fixed 
r.ites of interest (Par 32 ) 

(c) The strengthening of industn.d concerns by increase of share capital 
(J»ar 33) 

(if) In paragraphs 34 -.35 we discuss the foimalion ol the Jkitish 'Cradc 
('orjUiration,,which we believe will be ot great assistance to tiade and 
mflustry. Additional institutions of a similar c.h,irac(er may l^p necesseffy 
111 the future * 

It will be necessary, when dcxiling with appluatioiis for loans, for the 
banks tc^fexercise discretion on broad lines when judging tlu^cliaractc-r oPthe 
r^k, but it will also be iieKessary, m order to check the iuception«)f^>pcculative 
^enterprises of an unessential character, to exercise some cliscnmigation as to 
tlie purp«5se fc4 which the money is required (P.irs 30 -31 ) • 

In ^rder that enterprises ot national impoitance have the first call 
upon the available supply capital, it is desuatile to maintain, for a period • 
the war, supervision o\yr new issues hud over the export of capital 
(Par. 37.) * ^ ^ 

To provide capital necessary for re-conver>ioii, it is important that the < 
habit of^saving should be%ncourage4. 38) 
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It IS desirable to improve tht machinery foi^t'lic promotion and issue of 
commercial and mflu&trial enterprises Wc recommend for tlhs pu^pos^— 

(а) Workingf arrangements between the banks and th'^ large finandal* 
group compnsing'the investment trust companies, issuing houses, etc ; and 

(б) It will also furmsli greater piotecUon to the investor if VVe banks can 

undertake some responsibility for the bonu fidcs of undertaknigs bn behalf 
of which they agree to accept subscriptions. (Pal^ 39-42 ) ■• , » 

In paragraphs 43 47 we discuss the questions of State aid to industry * 

VVe recommend— ^ " , 

(a) The formation of a‘Committee to deal with cases of hardship arising 
out of pontract^ for munitions {par. 45); and 

(5) It would be of assistance to manufacturers and others if arrange¬ 
ments can be made by which a'^iortion of the Excess l^rofits Duty can be 
retained for a period in the form of a loan. (Par. 47 ) 

49. We desire to place upon record our (l(icp sense of the obligation we are.5 
under to our Secretary, Mr. K C. Smallwood, for his assistance in olhainmg 
evidence and m the preparation of our Report '' 

We have the honour to be. 

My Lords and Sir, 

Your obedient J^Tvanls, 

(Signed) R V. Vassar-Smith 
John Brad^Vry 
Alan IT L Chorlton 
Edward 13 Fielden 
Algernon F Firth 
Robert Fleming ' . 

.‘\rthur C rD. Gairdner 
!■' C Goodenough 
II C Hambro 
Alexander Roger 
|oiin Sampson 

. A W Tait. 

R. C. SMALLwdoD (Secretary) 

► 21s/ November, 1918 




APPENDIX X 

FIRST INTERIM REPORT OF THE''COMMITTEE ON CURRENCY 
AND FOREIGN EXCHANGES AFTER THE WAR 

TERMS OF APPOINTMENT 

THu Lords Commissioners of His Majesty's Treasury and the Minislpr of 
Reconstruction have appointed a Committee to consider the various problems 
which will arise m connection with currency and the foreign exchanges 
dii^ng the period of reconstruction and rejiort upon tlie steps re^^uired to 
bung about thd'restoration of normal conditions m due course 

'the constRution of the Committee will be as follows— ^ 

Lord CUNLIFFE, G B E , Governor of the Bank of Engl nd, Chairman % 
Sir Charles Addis, Hong-Kong and Shanghai Banking Corpoiafon 
The Hon RuFert Beckett. Beckett and Company 
Sir John Bradbury, K.C B , Secretary te the Treasiry 
G C Cassels, Esq, Bank of Montreah “ 

Gaspard Farrer, Esq, Baring and Company 

The Hon Herbert Gibbs, Antony Gibbs apd Sons * 

W H N ■Goschen, Esq , Chaima?i of the Clearing Bankers’ Committee. 

4 
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Lord Inchcape of 5>]^athnaver, GC.M.G, KCSI., KCI.E. 
l<*. W.*^EANS, tbq, Bank of Australasia 

A C PiGOu' Esq , “M A , Professor of Political Economy, Cambridge 
University. • 

G F i^TKWART, Esq , D L, F S I, Ex-Governor of the Bank of Ireland. 
WiELiAM Wallace, Esq , Rftyal Bank of Scotland. 

Mr. k' UPCOiT,*of the Treasury and Ministry of Reconstruction, will 
act as*Secretary#to the Committee. 
mjuiuiary^ 1918.* 

• 

The following words were subsequently added to the Terips of Reference— 

* “ and to consider the working of the Bank Act, 1844, and the constitution 
and functions of the Bank of Ivnglana^with a view to recommending any 
alterations which may appeaj: to them to be necessary or desirable ” 

.'o the Lords Conimissictters Ilis Majesty’s Treasury and the Minister 
of Hier^nitruciion • 

• t Introduction 

' My Lore^ and Sir, • * 

• *1. We have the j^onout to present herewith aif interim Report on certain 
of th# matters referred us in January last* In this^Report we attempt to 
y^dicatcHhe broad hues on which we think t|^e senous*turrency difficulties 
which will confront this country at the end of the war should be dealt with 
The difficulties which will arise in connection with the* Foreign Exchanges 
will be n<#less grtive, but w^ do iiftt thmk that any recommendations as to 
the emcigency expedients which may have to be adopted in the period 
immediai •'./Tojlowing the conclusions peace can usefully be made until 
the end ot tne war is clearly* m sight and a mose definite bpinion can bo 
formed as to the conditiofis which will then prevail. We propose also to 
deal in a later Report with questions affecting the constitution and manage¬ 
ment of the P^in^ of England, and with the applicability of the rgeom- 
^nendalions contained m this Report to Scotland and Iretend, in regard to 
which wc have not yet taken evidence We have therefore confiped our 
inquiry for the present to the broad principles ui‘'#n which the currency 

• should be regulated • We have had the advantage of consultation with the 
Hank of England, and have taken oral cvidoiicc fr(fm various banking and 
financial experts, representatives of certain Chambers of Commerce and 
others who ifave particularly inteiested themselves in these matters We 
have also had written evidence f#om certain other rcproseutativcs of commerce 
and industry. Our conclusions upon the subjects dealt with in this Report 
are unanimous, and we cannot too strongly cmjdiasize our opinion that 
the application, at the ea»liest possible date, of th^ main principles on which 
they are based is of vital necessity to the financial stability and wejl being 
oLtffe country. Nothing can contribute more to a speedy recovery from the 
effects of the war, and to the rehabilitation of the foreign exchanges, ^lan 
the re-establishment of the currency upon a sound bisis. Indeed, a sound 
system of currency will, as is shown in paragraphs 4 and 5, in itself secure 
equilionum in those exchanges, and render unnecessary t^e contmuec^resort 
’ to the emergency expedients to which we have referred should add 

that in our enquiry we have had in view the conditions whfbh are likely to 
prevail dufmg the ten years immediately following the end of the vjar, and 
we think that the whole subject should be again wviewed not later than 
^ th$ end of th^t period. , • ^ • 

• The Currency ^ystem I^efore the JVar. 

2 Uttder the Bank Charter A'ct of 1844, apart from the fiduciary issuel^f 
the Bank of England Jnd tlie nqjtes Scottish and Irish Banks of Issu^,'* 
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(which were not actually legal tender), the currency in circulation and in 
Bank reserves consisted lieforc the war entirely gold and subs'diary com 
or of notes representing gold Gold was freely coined by the l'3int withdnt 
any charge There were no restrictions upon the import of gold Sovereigns 
were freely given by the Bank in exchange for notes at par value, and there 
were no obstacles to thev export of gold •’Apart from the prc'-fl.nta<^ion for 
minting of gold already in use in the arts (which under normal conditions did 
not take place) there was no means whereby the legal tender cdirincy ci^uhl 
be increased except the importation of gold from Ubroad to form the l?asis 
of an increase m the note is-^iic of the Bank of England or be jresented* 
to the Mint lor coinage, and no means whereby it could be diminished (apar^ 
from the normal doi.iand for the arts, amounting to .ibout {'2,000,000 a yean 
which was only partly taken out of the currency supply) except tlie export 
of bullion or sovereigns ' *' 

3 Since the jiassing of the Act of 1844 there h.is been a great development 
< f the cheque system The essence of that system is that purchasing ,sower 
IS largely m thi- form of bank (kqiosits oper.ited upofi by cheqm', legal tencliT 
money being icqiiired only'/or the purpose of the reserves h(;ld by *he banks 
against those deposits and for actual public circulation in connection with 
the payment of wages and retail f^'ans.ictions The provisions oi the Act of 
1844 as applied to that syj'tem have operated botj^i to correct nnfivourable 
exchanges and to check undue expansions of credit 

4 VVhen tlic exchanges were favourable, gold, Ho wed ficely iidu this 

country and an mclT-asc of logd tender money accompanied the dev( lopmciB 
of trade Wlicn the balance of trade was unfavourable and the exchanges 
were adverse, it became profitable to export gold The wouh'-be exporter 
bought his gold from the Bank of iCngland am'- p.nd for il iiy a'.heque on 
his account The Bank obtained the gold from the J*!suc Dcparlmcnt in 
exchange for notes taken out of its bulking reseivo, with th^ result that its 
liabilities to depositors and its banking reserVe were reduced b) an equal 
amount, and vhc ratio of reserve to liabilities'V;onscc|uenllv fell. If the 
process was repeated sufficiently oft« i to reduce the ratio m a cli^grce considered 
dangerous, the Bank raised its rate of discount The rais-ng of the, dnscoiinl 
rate had the imm'ediate effect of retaining money here which would otherwise 
have b en remitted abroad and of attracting remittances Irom al ioad to 
take advantage of the* higher rate, thus checking the (JutHow of gold and 
even reversing the stream • 

.S If the adverse conaition of the exchangi's was due not merely to seasonal 
fluctuations, but to circumstances tending to cicato a permanently adverse 
trade balance, it is obvious that the procedure above described would not 
have been sufficient It would have rcsultea in (he crcMtion of a volume of 
short-dated indebtedness to foreign countries which woukl liave been in the 
end disastrous to our credit and the position of London as the linamial«. eiitre 
of the worlfl But the ra^^^ing of the Bank’s discount rate and the steps 
taken co make it effective in the market necessarily led to a general r|se of 
interest rates and a restriction of credit New enterprise'^ \Vere there(ore 
jiostponed aitd the demand kir constructional niatiTials and other capital 
goods was lessened. ‘ The consequent shukenmg of employment also dim¬ 
inished the demand for consumable goods, whil * holders of stocks qt com¬ 
modities carried lirgely with borrowed money, being confronted with an 
increase of interest charges, if not with actual diflicfilty m renewing loans,'' 
and With thejirospoct of falling prices, tended to press Ihcir goods on a weak 
market The result was a decline in general prices m the hotne market 
which, by checking imports and stimulating exports, coriect(*d the adverse 
4“adc balance which was the ]f>niTiary cause of the difficulty* ^ 

6. When apart from a foreign vlram of gold, ciedit at hom'^ threatened to 
become unduly expanded, the old currency system tended to restrain the 
. ‘■•xpansmn and to prevent the consequent nsc iq domestic pnccs,which 
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ultimately causes such a ^rain The expansion of credit, by forcing up 
prices, yivolycs an ii^crcasedAlemand for legJi tender currency both from the 
^baitJls in ord^ to Aiaintan* their normal proportion of ca^h to liabilities and 
from the gcnerahpublic for the payment of wages and for rutail transactions 
Tn this case elso the demand for such currency fell upon the reserves of the 
Bank of pngJlind, and the Bank Was thereupon obUged to raise its rate of 
discount in order to present the fall in the proportion of that reserve to its 
Jliibil^t les *rflc i*.ime chain of consequences as we have just described followed 
and ^eculative trade activfty was similarly restrained There was therefore 
.lii automfitic nAchinery by which the volume 9 ! purch.'vsing power m this 
I'ountry was continuously adjusted to world prices of commodities in general 
Domestic prices were automatically regulated so as to •jireveiit ^excessive 
inf^rts . and the creation of banking credit was so coiUrolled that banking 
coulil be safely permitted a fieedoin froi^ !Aate interference which would 
not have been possible under a ^ess rigid currency system 
♦ 7 IJAder these arrangements this country was provided with a complete 
and elfective gbkl slaiKlj^d. 'J'hc essence of such a standard is that notes 
imi^^ always stayd at absolute parity with gohrcoins of equivalent fare 
value, and tha^ both notes and gold coins stami at absolute parity with gold 
bullion vVlfini these condiliun^ are fulfill'd, thi' foreign exchange rates 
With all cc'iintnes possessijig an elfective void st-^iKl.iul are maintained at 
oi* Within the gold s^ictio points 

• ^ • 

CHiftaCiKS WHICH HAVE AfFECT IvD fllE Gci-P S TANlfjfRD DURING 

iiiK War , 

H It will hr*observed that the fali in .9 number of the foreign exchanges 
below the kl export jpccic points which lias taloni jilace since the eaily part 
ol 1915^ n i-ot by itself a proof that lh«* gold standard lias broken down 
or c(‘ascd to beVffeclive Duriii^ Ihc^ prd^ent war (lepredatJtms of enemy 
submarines, high heights, ;jnd the retiisal of the Governmeyt to extend 
State insurance to gold cargoes liave greatly increased the cost of sending 
gold abroad Tlie actual export specie pftnt has, thcicfore, moved a l^mg 
w^y from Its old*p(^ition In vtcw of our ('iiormous d(‘nia’*ds for imports, 
coujiled with the check on our exports due* to Ihe war. it was naturaj that 
our exchanges with neutrals should move towards llu^ export specie point 
Cjinsequently, the fall pi the export specie point would by itscU account for 
a large fall in our exchange rates Such a fall yiust Inive taken place in the 
circumstances, even though all the conditions of an effective gold standard 
had been fully ^naintained 

9 The course of the war has,*however, brought influences into play m 
consequence of which the gold standard has ceasen' to be etfective In view 
of the crisis which arose upon the outbieak of war it was considered necessary, 
not merely to authorize the ■^ispetision of the Act of 1844, but also to empower 
the Treasury to issue Currency Notes for one pound*.\nd for ten shillings as 
legal tender thjioughout the United Kingdom Under the powers given by 
the Currency and Bank Notes Act, 1914, (he Trea'^liy underto^ik to is'MC 
such notes through the Bank of England to bankei-', as*and when required, 
iqi to a maximum limit not exceeding for any bank 20 per emit of its liabilities 
on current and deposit accounts The amount of notes issqj-'d to each Iftink 
V 91 S to be treated as an advance bearing interest at the currenj Bank Rate 

10 It is not likely that the internal detnaml for legal teiWer currency 
*which Wife ajAicipatcd at the beginning of August, 1914, wou?d by jtsclf 

have Wiccessitated extensive recourse to tliesc provisions But the credits 
created by the Bank of England yi favour of its depositors under the arrange- 
■i^nts by which Ihe Bank uli^ertook to disclyint approved bills of exchange 

* In the abnormal cfrcum'tanrcN .it the ontln^ik of w.ar the neutral cxchaTiges moved tcmporinl^ 
in onr favouik owing to the renuttance tiome of liqiml li.il.inces from foreign countries and the 
withdraw.ii^ iff foiei;;n cijpdits t * i 



442 


BRITISH FINANCE, 1914-1921 


iuid other measures taken aboi^ the same tim*' for the protection of credit 
caused a large increase in the deposits of the l^ank ^'urther •'the need of 
the Government for funds wherewith to finance^'the war in excess ofthc» 
amounts raised Hy taxation and by loans from the public ha2 made necessary 
the creation of credits m their favour with the Rank of Englaiul Thus, the 
total amount of the' Bank’s deposits' increase<l from, d^)pro\imately, 
;^56.000.000m July, 1914, to ;^273,00(),000 on the 28th July, lOlS, and, though 
a considerable reduction has since been effectet^, they now "(Ifllh Ai*"ust)* 
stand as high as ;^171,870,000. The balances created by ^hese oper.>-tions 
passing by means of payments to contractors and others to the jBint Stotfh 
Banks have formed the foundation of a great growth of their deposits,whioh 
have also been swelled by the creation of creilits in connection with the 
subscriptions to the various Wa** Loans ^ Under the operation of these 
causes the total deposits of the banks of the United Kingdom {other than 
the Bank of England) increased from ^^1,070,681,000 on the 3!bt Decemberj 
1913, to ;^1.742,902,000 on the 31st December, 1917. 

11. The greatly mcreared volume of bank deposits, representing a corre¬ 
sponding increase of purchasing power and, therefore, lead’ng.m ^‘onj unction 
with other causes to a^’great rise of prices, has brought about a cor'osponding 
demand for legal tender currency which could not have been satisfied under 
the stringent provisions (fl the Act of 1844. Contractors arc obh‘f,ed to draw 
cheques against their accounts in order to discharge their wages bill—itself 
enhanced on accppnt of the nsc of prices It is* to provide this currency 
that the continually growflig issues of Currency Notes have been mr- le. 
'Die banks, instead of obtaining notes by way of advance unticr the aiiangt*- 
meiits described in paragraph 9, were ''ble to pay for them »/utnght by the 
transfer of the amount from their balances at the Bank of I'-n^Und to the 
credit of the Currency Note Account and the cuculation'of the nob's continued 
to increase. The Government subsequently, by substiaihng their own 
securities fop the cash balance so transferred to their credit, borrow that 
balance In effect, the banks are m a position at will to convert their balances 
at ^he Bank of England enhanc(!!d in the manner indicated above into legal 
tender currency without causing notes to be drawn, ks^hey '’ould have 
been^under the pre-war system, fponi the banking reserve of the Bank of 
England, and comp^^ling the Bank to apply the normal safeguards against 
excessive expansion of credit. Fresh legal tender currency is thus continually 
being issued, not, as for'merl)^ against gold, but against Govei'nment securities 
Plainly, given the necessity for the creation of bank credits in favour of the 
Government for the purpose of financing war expenditure, these issues 

* This proft'ss h.-is had results of such f.ir reaching .niportaiice that it may be useful to set out 
in detail the m.inncr in which it operates Suppose, for example, that in a given week the (.lOvcnimcnt 
require ^10,000,000 over and above the receipt-, from taxation and loans from the public. They 
apply for an advance from the Bank of England, which by a book cutry places the amount required 
to the credit of Public Deposits in the same way as any other banker cicdits the account of a 
customer when he grants him temporary accommodation the amount i-. ihi n paid out to contractors 
and other Government creditors, and passes, when the cluqiies are ckarul, to the credv^ of their 
bankers m the liooks of the Dank of England—in other words, is traiishiud from Public to ‘',pther ” 
Deposits, the,pflcct of the whole transaction thus being to increase by the puiehasing 

power in the bands of tho public in the form of deposits in the Joint Stock Hanks and the bankers’ 
cash at the Bank of England by the same amount Ihe bankers’ liabilities to depositors having 
thu« increased by £10,000,000 and their c.ish reserves by an e(jual amount, their proportion of cash 
to liabilities (which qas normally before the war something under 110 per < < nt) is unproved, with the 
result that they,are in a position to make advances to their (lutyiners to an amount equal to four 
or five times the .um added to their c^ish reserves, or, in the abseiu e of demand for such accommodation 
to increase tb-ur investments by the difierence between the tash received and^the prpportion the*> 
requi e to bold against the increase of their deposit liabilitic'S Since the outbie-k oi war U is the 
second procedure winch has in the mam been followed, the surplus cash h<iving been used to?-hbscnbe 
for Treasury Bills and other Government securities ITie money so subscnlied has again been spent 
by the Government and returned irrthc manner above ^escrijied to the baw’ters’ cash balances, the 

I iroccss being repeated again and agaii until each £10,0W^K)0 originally advanced by the Baiuhof 
aiglaiid has created r“w deposits representing new punnaSiiig power to se/eral,time8 that amount 
■*' Before the war these processes, if contmuecl, compelled the Hank of England, as explained in 
naraLTaph 6, to raise its rate of discount, but, as indicated below, the unlimited is^ie of Currency 
Notes lias now removed this check upon the cunt iiucd expaiist.iii ul crcc;it 
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could not be avoided If^tUcy had not be^n made, the banks would have 
be^i^ uTiabld - 4.0 ob^tain legal tender with wuich to meet ^cheques drawn for 
►caSTi on their customers’ Accounts The unlimited issue of Currency Notes 
m exchange for credits at the Bank of luigland is at once dl^consequencc and 
an essential* jondition of the methods which tlic Covernment have found 
necessary to adopt in order to m^et their war cxpeifchlure 
. 12. The effect of Ihobe causes upon the amount of legal tender money 
’ (othtr than subsidiary coir^ in bank reserves and m circulation m the United 
Kingdom are sl|own in the following paragiaph— 

'* 13 Tlife amounts on the 30th June, 1914, maybe estimated as follows— 


^ Fiduciary Issue of the Bank of England . . * . /J8,450,000 

Bank of England Notes issued against cold com or bullion. ;£38,476,000 

Estimated amount of gold com held oy banks (excluding 
com held m the Issue., Department of the Bank of 
England) and m public circulation . . . ^123,000,000 

Gr.ind Total . . . . ^179,926,000 

-I I , n 

ff I 

t The corresponding figures on the 10th ^uly, 1918, as nearly as they can 
lic^estimaibd, were— ♦ 

^ •* • 

Induciary Issue of *ilie Bank of England . *. . /;i8,450,000 

Cuirency Notes not covered by gold . » . . ;r230,412,000 


Tot.T Fiduciary Issues' ,. £248,862,000 

Banl lif England Notes rtsiied against com and bullion /65,368,000 

Currency Notes*covered by gold > . . . . £28,500,000 

Estim<.Je4 amount of gold com held by banks (excluding, 
gold coin held by l^sue Department of Bank of 
England), say . . . . . . £40,000,000 


Grand Total . . . ^ . £382,73®,000 


There is also a certain amount of gold com still m ttic hands of the public 
which ought ^ be aclded to the last-mentioned figure, but the amount is 
unknown. " 

14. As Bank of England Notes and Currency Notes arc both payable at 
the Bank of England m gold com on demand this large issue of new notes, 
associated as it is with abnormally high prices and unfavourable exchanges, 
must have led under normal conditions to a rapid depletion, threatening 
ultimately the complete exhaustion, of the Bank's gold holdings Conse¬ 
quently, unless the Bank lYarl been prepared to see till its gold drained away, 
the discount rate must liave been raised to a much higher level, the cfcation 
of (ranking credit (including that required by the Gfivernmcnt) would l^ve 
been checked, pnees would have fallen, and a l.irge jortion Jl the surplus 
notes have come back for cancellation In this way an effective gold 
sLanda^id would have been maintained m spite of the heavy issue of jiotes. 
^But during the war conditions haVc not been normal. Thc^ubl^ are content 
to employ Currency Notes for internal purposes, and, notwithstanding 
adverser exeWanges, war conditions interpose effective pracUcal obstacles 
ag.iitist the export of gold Moreover, the legal prohibition of the iheltmg 
of §oId com, and the fact that the importation of ^Id bulhon is reserved 
^o the Bank of^England, and tftat dealings in it are limited have severed th^ 

* The notes IssuA by Scottish and*Irish*)anks which have been nuic legal tender during the 
war have nijl been meluded m the foregoing^igurcs Strictly the amount (about £S,000,(HX)) by whfch 
these exeecd the amount gf gold an<LC urre-nev Notes hi Id hv those b.anks should be^dded Ur 
the figuies of the pre-ent fiduciary issues givAi aii^cj * 
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link which formerly existed between the values ofcom and of uncoined gold. 
It IS not possible to judge to what extent legal lender rurrencymay' in fact 
be depreciated in terms of bullion Hut it is pra-Ctically certain that there» 
has been some depreciation, and to this extent therefore the gold standard 
has ceased to be effective. 

Restoration of Conditions Necessary to the Maintijnance 

OF the Gold Standard KECoyMKNDED < > 

15 We shall not attempt now to lay down the precise'measures *'tlu^t 
should be adopteef to deaPwith the situation immediately after the w^f 
These will depend- upon a variety of conditions which cannot be foreseen, 
in particular the general movements of world piires and the currency poli.y 
adopted by other countries B it v, will be clear that the conditions necessary 
to the maintenance of an effective gold standard in this country no longer 
exist, and it is imperative that they slioilld be ri'stoied without delay • 
After the war our gold holdings will no longer be jirotocled by tlic subinarme 
danger, and it will not I'fa possible indefinitely to*continue to support the 
exchanges with foreign countries by borrowing abroa'd Unl^ss'Uie' machinery 
which long experience has shown t() be the only effective rc.aeoy for an 
adverse balance of trade and an undue growth Of credit is once more brought' 
into play, there will be very grave danger of a creihl; expansion m tfiis country 
and a foreign dram of gold wh'ich might jeopardize the convertibility of our 
note issue and thei mternational trade position of the country The uncer¬ 
tainty of the monetary situa'fion will handicap our industry, our position as 
an mternational financial centre will suffer, and our general commercial status 
in the eyes of the world will be lowered * We are glad to find lhr,t there w.is 
no difference of opinion among the witnesses who app ared before us a'> to 
the vital importance of these matters 

Cessation of Government Borrowings 

16. If a sound monetary position is to bo ro-establislied and the gold 
standard to be 'Tfectively maintained, it is m our jud^/ntuit ess^'ntial thet 
Government borrowings should ceasi* at the earliest possible moment after 
the war A large parji of the credit expansion arises, as we have shown, from 
the fact that the expenditure of the Govi'miinmt during the war has exceeded 
the amounts which th^'y have Ix'on able to raise by taxation or by loans 
from the actual savings of the people They have been obliged therefore to 
obtain money through the creation of credits by llie Bank England and 
by the Joint Stock Banks, with the resuBp that the growth of purchasing 
power has exceeded that of purchasable goods and services As we have 
already shown, the continuous issue of uncovered currency notes is inevitable 
in such circumstances. This credit expansion (^hich is necessarily accom- 
j)anie^ by an evergrowing foreign indebtedness) cannot continue after the 
war without seriously threatening our gold reserves aiitl^ indeed, our 
nafonal solvency '* 

17 A primary cofdition of the restoration of a sound credit position is 
the repayment of a large portion of the enormous amount of Government 
securities now held by the banks It is essential tliat as soon as 'possible 
the State shoijjd not only live within its income but should begin to reduce 
its indebtedne*ss We accordingly recommend that at the earliest possible ^ 
moment an “adequate sinking fund should be provided out ,rev6iiue, so 
that there may be regular annual reduction of capital liabilities, lucre 
especially those which constitute the floating debt We should remark 
that it IS of the utmost importaTjce that such repayment of clebt should 
be offset by fresh borrowings for capita' expenditure Wd'arc aware that 
hiimediately after the war there will be strofig pressure for capital expenditure 
by thf State in many forms for reconstryotion purposes But it is Asential 
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to the restoration of an oifccUvo gold standard that the money for such 
exgendtture»^ould not be |!frovided by the "Sreation of new credit, and that, 
nn 5 b far as such ^xpendittare is undertaken at all, it sh<5uld be undertaken 
with great cautiSn The necessity of providing for our indi^Jiiensablc supplies 
of food and*raw materials from abroad and for arrears of repairs to manu¬ 
facturing* plallt and the Iranspoit system at hom(!^ will limit the savings 
j^ivdilablc for jew capitaUexpenditure for a considerable period This caution 
•is pvticuKfrly aipphcable ^ far-ieaching programmes of housing and other 
development schemes 

* The sWirtago of real capital must be made gvod by gtnuine savings It 
Cifnnot b(; met by the creation of fresli purchasing po\v<T in the form ot bank 
at|vances to the Government or to manufacturers under tiovernn>ent guar¬ 
antee or otherwise, and any resort to sujh expedients can only aggravate 
the evil and retard, possibly for generation/, the recovery of the country 
^from the losses sustained during the war 

• ^ 

Use of I^nk t)F England Disc(;^nt Kate 

Uiuler jfn effective *gold standard all export demands for gold must be 
freely met *A further essential condition o^the restoration and maintenance 
T)f such a fctandard is thcy:ef^)rc that some macli,yi( ry shall exist to check 
fdr^ign drains when t^ey threaten to deplet(' th^“ gnUl reserves The recognized 
machiitcry for this purpoy? is the Dank of England discount rale Whenever 
b^or(5 thtfwar the Bank’s reserves were'being 'depleted, Me rate of discount 
was raised This, as we have already explained, by re-aepng upon the rates 
for money gcr^er.illy, acted as a check which operate^ m two ways On the 
one hand i^iised idoney ratesttendeJ dircttly to attract gold to this country 
or to keep lirre gold that might have left .On the other hand, by lessening the 
demands fc.* Ipays for business purpose''^ they tended to chec^ expenditure 
and so to lower pnees m this'country, witli the result that imports were 
distouiaged and exports ei.touragcd, and the exchanges thcr^fby turned in 
our favour Unless tins two-fold chock 1 ^ kept in working order the whole 
currency jystcmtwill be impcnljcd To maintain tlie connection between 
a*gold drain and a rise in the rate of discount is essential to the safety of 
the reserves Wi^cn the exchanges ai^ adverse and gold is liemg ilrawn 
away, it is essentral that the rate of discount in this cc.mntry should be raised 
hL'latively to tl»i iatcs*ruUng in other countnes Wiiethcr this will actually 
be necessary immediately after the war depcifds onVhethor prices in this 
country are then substantially higher than gold prices throughout the world 
It seems probalile that at present they arc on the whole higher, but, if credit 
expansion elsewhere continues Jb be rapid, it is possible that this may 
eventually not be so 

Continuance of Diwerential Rates for H,omr and Foreign 

^ Money not Recommended • 

It has been argued before us that dunng the period of reconstruction, 
and perhaps for many years afterwards, it will be pm^ble aifd desirable, 
even though the exchanges arc adverse, to keep mone 5 rfor home industry 
substantially cheaper in this country than it is abroad and yet retail an 
effective gold standard J)y continuing the present practice of ^di^crcntiatmg 
between home money and foreign money It is held that relatively low 
rates shAild^lSj ofiered for home money and charged on domestic? loans, while 
gold*is at the same lime prevented from going abroacj by the offer of high 
rate* for foreign money. In oiy judgment, soO'Oon as the present obstacles 
the way of infernational Intercourse are rtyioved, any attempt to maintain* 
this differentiation must brwk* do\vn because it would l^e impracticable to 
prevent j^ople from borrowing a# the low home rale and contnving in on^ 
way oi*£fhother ^o re-lc.td at the,high foreign rate. This could only be* 
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prevented, if at all, by the maiqtenancc of such ‘stringent restrictions upon 
the freedom of investment after the war as would, in cur opiryon, be mpst 
detrimental to the financial and industrial recovei'y of this country. Even, • 
however, if diffcPmtiation, as a post-war policy, were practicable, it would 
not. m our judgment, be desirable. For the low home rate, jy fostering 
large loans and so keeping up prices, would continue to encourage imports 
and discourage exports , so that, even though the high rate offered for foreign, 
money prevented gold from being drawn abroad^ it would only do tli?'? at ♦ 
the cost of piling up an ever-growing debt from Englishmen to foreigners 
It wouhl be necessary at thr same time to continue to pay for our'essentnf** 
imports of raw materials by borrowing in the United States and elsewher^. 
instead of by increasing our exports, thus imposing further burdens of foreign 
debt This process could not. continue indefinitely, and must sooner or 
later lead to a collapse. We arc, therefore, of opinion that the need for 
making money dear in the face of adverse exchanges cannot, and should not, 
be evaded by resort to differential rates. ^ * 

Legal Limitation of Note Issue Necessapy,, <■ 

20. The foregoing argument has a dose connection with the general question 
of the legal control of the note loue. It hasdieen urged m sorne quarters* 
that in order to make possible the provision of . liberal supply'^ of moqey 
at low rates during the period of reconstruction further new Currency, Notes 
should be created,, ^vith the object <'i enabling ban^s to make largo loans to 
industry without the risk of finding themselves short of cash to meet tue 
requirements of tlie public for legal tender money It is plain that a policy 
of this kind IS incompatible witV the maintenance of. an eff'^ctive gold 
standard If it is ado])ted there will bo no check upoq the outflow of gold 
Adverse exchanges will not bo corrected either directly or indirectly through 
a modification in the general levti of commodity prices m this country 
On the contrery, as the issue of extra notes stiir;|ulatcs the conditions which 
tend to produce an advance of prices, they will become steadily more and 
more adverse Hence the process(‘s making for the withdrawal of our gold 
will continue and no counteracting force will’be set in motion Invhe resuU, 
the gold standard will be threatened with destruction through the loss of all 
our gold 

21 The device of making money cheap by the contirued issue of new note^ 

IS thus altogether inck\inpatihle with the maintenance of a gold standard 
Such a policy can only lead in the end to an inconvertible paper currency 
and a collapse of the foreign exchanges, with consequences to the whole 
commercial fabne of the country which vvj will not attempt to desenbe 
This result may be postponed for a time by restnctions on the export of 
gold and by borrowing abroad But the continuance of such a policy after 
the war can only render the remedial measures .which would ultimately be 
inevitable more pamful and protracted No doubt it would be possible for 
the Bank of England, with the help of the Joint Stock Bank«, without any 
legil restriction on the Note Issue, to keep the rate of discount sufficieatly 
high to check loans, leep down prices, and stop the demand for further notes 
But it is very undesirable to place the whole responsibility upon the discretion 
of the banks, subject as they will be to very great pressure in a matter of 
this kind >I£%they know that they can get notes freely, the temptation to 
adopft a lax loan policy will be very great In order, therefore, to ensure 
that f-his is not done, and the gold standard thereby endangered,'it is, in 
our judgment, imperative that the issue of fiduciary notes shall be, as soc/n as 
•practicable, once more limitad by law, and» that the present arrangements 
under which deposits at the B<^nk of Englaiid^-inay be exchanged for leg^* 
tender currency without affecting the reserve of the Banlang Department 
shall be terminated at the earliest possible moment Additional demands 
for le^al tender currency otherwisp <ihdnuiii exchange for gbld should? be met 
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from the reserves of the Bi-nk of England and not by the Treasury, so that 
the necassary checks ^pon ai* undue issue mal^ be brought regularly into play. 
^Sutfject to tlfc IrahsitionaJ arrangements as regards CurJcncy Notes which 
wc propose m pjJragraphs 43 to 46, and to any special arranf^ements in regard 
to Scotland And Ireland which we may have to propose when we come to 
deal witl^ thi^ questions affecting sthose parts of thfi United Kingdom, wc 
recoinniond that the No,te Issue (except as regards existing private issues) 
ishoujd be ^nftrely in the luiuds of the Bank of England ; the notes should 
be payable in giikl in Loiffton only, and should be legal tender throughout 
irhe Unittfd Kingdom ^ , 

p 

MaCIIINKRY lOK THE CONTROL OF THE NoTK.IsSUE 


t • 

22 So far wc have addressed ourselvcs^to the principles upon which the 
retention and maintenance of an effective golfl standard depend We have 

j^now to consider the particular .machinery in regard to the control of the 
Note Vsue by which the observance of these principles can most effectively 
be secured, and what mo*dilk'ation (if any) may desirable or permissible 
in Ike sy«.^on:^ 11^1 force b«forc the war. 

23 W-i wouki in the first place observe that, whil? the obligation to pay 

,both Bank of England notes jind Currency^^otes in gold on demand should, 
m our judf>mont, lie mainiained, it is not necessaiy for the maintenance of 
an efh'ctive gold sCmdard, nor do we thmk»it desirable that tlicre should 
be an eajjy resumption >of the internal circulation of'fji^ld coin For the 
}i^'sent at any rale wc think that it will be mor> economical that gold should 
W held in .i cenlial reserve as a backing for notes in circulation Wc do not 
think that any k-cyslation on this si^ject will be rei^ircd People have by 
now lK'ro..'*c fully a(^customcil to the use of notes, and it is probable that 
(except foi the limited requirements of persons jiroposmg to travel abroad) 
they will coi.liSiuf; to cin ulale n^stcad of jyild coin much as they^o at present 
Informal action on the part of the banks may be ckpected to accomplish all 
that IS leqmrcd ff necessaiy. however, the circulation of g(?ld com could 
be prevented by making the notes convertible at the discretion of the Bank 
Tfi Engl.in*! eithi^ itito such com or into bar gold, though our own ^art 
wc should prefer to maintain the right o^f the note-holder to receive p?wment 
in gold com and to trust to the mformal steps suggested above to jfrevent 
gold from flowing mt«^ internal circulation '* 

.24 Secondly! while it is a necessary condition of a^^effcctivc gold standard 
that the import of gold should be free from all restrictions, it is not necessary 
to allow gold *com or bullion obtained othcnvisc than from the Bank of 
England to be exported In vu^w of the fact that it is convenient that the 
Bank of England should have cognizance of all gold exports, we think it 
desirable that the export of gold com or bullion should be subject to the 
condition that such com or bullion has been obtained from the Bank for the 
^ purpose Manufactured gold should be deemed to ‘be bullion unless it is in 
the farm of articles containing a prescribed fashion value (say of 10 percent) 
The»Bank should be under obligation to supply gold for export m exch<^ge 
for its notes These conditions will be sufficient to enable fanty to be 


maintained between currency and bullion, since importers of gold will be 
free to fiell it either in the market or to the Bank of England • 

^ 25 Thirdly, in view of the withdrawal of gold from ciitulati^n, it is, we 
think, desirable that the gold reserves of the country should l>c held by one 
central tnsf^t^ition, and wo recommend therefore that all banks snould 
traiAfcr any gold now held by them to the Bank of England, except such 
smaU amounts as they may require to keep fo^the coifvenicuce of travellers 
** In our opimftn, the pi(4iibition agamst*the melting of gold com shouldP 
for the present 4)e maintain^ ♦ , * . 

26. We, have carefully considcjcd various proposals tnat have been laW 
before iis*as regayls the Vasis up<*i^whi^h the fiduciary note issue shcjiild irf 
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future be fixed It has> been uri?ed that the raismg of the discount rate by 
the Bank of England may be delayed too long to cheek.effectiw;3y an undue 
expansion of credit, and that under the rigid restuctions of the Act of l844e 
a famine of legab tender money might ensue Crises of this nature necessi¬ 
tating the suspension of the Act arose m 1847, 1857, and 1866,'and on the 
first two occasions noti-s were actually issdied by the Bank iir'excoss of the 
maximum <iiithori7ed by law On this ground mainly it has been urgecl 
that these rigid rcstnclions ought to be transfiigmed into'BomcVhing nore* 
el.astic To this end the following principal jiroposals, either separately or 
in combination, ha'yo been put before us by various witnesses— 

(1) Thai tile Hanking and Issue Department of the J3ank of England 
should amalg.iniat(‘d , 

(2) That the issue of additional notes, instead of being required to be 
covered I for / by gold, should be freely allowed, subject only to the condition 
that a prescribed percentage of the total issue shmild be so covered , j 

(3) That, while cither an .ibsolute figure for the maximum fio-iciary 
issue or a maximum determined on a prop ortiorate basis should be pre¬ 
scribed by law, provision should be made for in«reases hf'yend this iraxi- 
mum upon condition of a tax being paid by the Bank to the f^oNV^rnment. 

These various suggestions we noy proceed to„disciiss , 

27 First, the mam ellcvt of the amalgamatior of the two Dcpartmejits 
of the Bank of England would be to place deposits wUh die Bank of England 
m the same posilj^yi as regards convcitibihly into gold as is now held by 
the note It has been argued m favour of this (.hange that greater securit./ 
would be given to ^he deposits than under th«' present system After careful 
consideration we are unable to recommend it The elcposits liAv? at present 
the full security of the reset ve m the Banking Department, and it is obvious 
that any such additional security would be at tlic direct expense of the 
security of thi noti^ In our opinio it is desirable tliat the r->suc of Currency 
shall be subject to strict legal regulation, but that^the management of banking 
should be left as free as possible from St.ite interleience We think that the 
amalgamation of the two Departments would inevitably lead m the end to 
State control of, the creation of banking '-credit generally, a contingenqv 
which ^we arc convinced would greatly hamper the elasticity and efficiency 
with which the banks are able to meet the requirements of industry 

28 Secondly, the pioposal to allow the issue of fi^liiciary notes without 
limit, subject only to a fi\cd percentage of the total issue being held in gold by 
the Bank of Fmgland (or the Issue Department of the B.mk of England if 
there is no amalgamation), appears to us objectionable for the following 
reasons If. as happened in general in the German Keichsbank, other - ula- 
tions keep the actual note issue' much below the maximum fixed by this 
proportion, the proportion is not effective and jiroduccs no result But, if 
the actual note issue is really controlled by the proportion, the arrangement 
is liable to bring about very violent disturbances Suppose, for example, , 
that {he proportion of gold to notes is actually fixed at one-third tnd is 
opej'-ative Then, if the withdrawal of gold for export reduces the proportion 
below the prescribecUlimit. it is necessary to withdraw notes m the ratio of 
three to one Any ajiproach to the conditions under which the restnction 
would become actually operative would thus be likely to cause even'greater 
apprehension ^haii the limitations of the Act of 1844__, 

29 This coiseqiicnce might no doubt be obviated for a time if the Joint 
Stock^Banks themselves kept large reserves of gold and were ^prepared m 
the event of the depletion of the Bank of England reserve either by an external 
or by an internal dram to use hhom to make gijpd the depletion and so dispsnse 
’^or the time Ceing with the nccei&ity for withdr^iwing notes from circulatiorh-* 
It IS clear, howev(fr, that unless the sarpe sieps m regard-to money rates 
dud the restriction of credit were taken as v,ould be necessary if the»depletion 
‘were gjOtually operative, this remedyowoul,d be merely a temporary pafciative. 
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iiUice Ilje causes which hacJ .occasioned the <irain would continue to operate 
un^iecked. I If, jvn the other hand, as some have ad’^ocated, the banks 
were given m r.onsideration for their assistance m such .pontmgencics, m 
addition to the nght to obtain notes for the gold brought in, the right to 
receive advances in further fiduc^ry notes, the resplt, so far as the right 
was exercised, would be to neutralize the effect which the gold brought in 
Svould othrfvfise^have hkd m preserving or restoring the proportion of gohl 
to circulation, while the '43ank of England would be placed m the very 
dangeroui^ posidon of being under an absolute obligation to create now 
cf^dits at the very moment at which a policy of ctcdit rest’nction had ^come 
essential , 

*'Incidentally wc would remark that the minimum percentage proposed by 
the 1-ondon Chamber of Commerce, namlily/»33] j)er cent of gold against 
the Bank of England note issue and 20 to 25 per cent against a separate 
•I'.sue d Currency Notes, would "in our opinion be wholly luadeipiate The 
pa-rceiitage of gold to the. two issues, taken togellier, would actually be less 
than is noy held 'Iho Manchester Chamber of tiiminerce projjose that the 
pioportion of'golTl to notfcs should be 40 per cent, wlyle Sir lulwanl Holden 
was of ojMniun that the Bank should aim at th.it proportion of gold in respect 
'to its total,li.ibilities on account of the nd^es issued and deposits For the 
r«.iiiions indicated above, lu'Avever, we have come to*tho unanimous conclusion 
that tliere arc substantial objections to basing’ the uote4ssue of this country 
uijon any‘proportionate holding of gold * iw 

30 There remains, thirdly, the plan of fixing a maximum absolute limit to 
the fiduciary note issue, subject to the condition ^hat this limit may Ixi 
exceeded ovi the payment of a tax tb the* Ciovernment. It is obvious that, 
if such a 1 1 : is to actttis a deterrent, it must be suflicionlly high to secure that 
no profit s.ioxijd accrue to the Bank as the result of the emergency issue. 
As this profit necessarily depenfis to a lai^ge degree ^ipon the rdte of interest 
at which accommodation is»givcii to tlie market, w'c do not think, m view 
of the great uncertainty as to the future y:oursc of interest rates, that it is 
practicable now tp ijamc any figure which could safely be adopted for su«h a 
tix Unless it is fixed at a sufhciently penal rate to secure othat the normal 
fiduciary issue is not exceeded except in circumstances of real emergency, 
and then only for a strictly limited period, the system..|nay afford dangerous 
|M)ssibilities of ''cxccssi /e speculation an<l lend itself.^to the development of 
crises which more stringent safeguards might have averted altogether. This 
cnticism has iii fact been made of the (Icrman plan, and we are not clear how 
the arrangements recently adopted by the United States, which liave not yet 
been tested by experience, will actually operate If it were decided to adopt 
any such method m this country, it would be necessary for safety to take a 
very high rate which might m fact prove to be unduly penal 
31. In view of the comparison with the systoiys prevailing in foreign 
countnes which have been put forward by vanous witnesses, wo would^)oiut 
out ^ifat thcs« countries have not m practice maintained the absolutely 
hec gold market which this country, by reason of the vital impo 4 tance oWts 
position in internati6nal finance, is bound to do It* has therefore been 
)pen to^them to have recourse to devices to ste.uly tlie rate ot discount 
which, even if successful for thw purpose, it would be |inexpedient*aud 
:ftingerous for us to attempt. • • 

M\lNriiNANCE OF PRINCIPLE OF BaNK CHARTER ACT, t844, 

• Recommended , 

«ji32. Having regard to the,foregoing consi^en^ions, we are of^jpmion that* 
he principle of the Act of 18>4,»which has uf*>n the whole been fully justified 
oy experience, should be mamtaiijetl, namely, that theic*should be a fixe^ 
iduciar^ issue li ^^ond wbjeh, subject to emergency arrangements which we * 
'ecommend below, nobs should onl^ E^ilsutxl in exchaugejor gold. *It is 
29- (171!:>) 
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noteworthy that from 1866 till the outbreak of the present war r^o suspension 
of the Act was ever necessary We think th^it ‘'trin^j^'iit principles 
of the Act haveioften had the effect of preventing dangeioMs developments,* 
and the fact that they have had to be temporarily suspended on certain rare 
and exceptional occasions (and those limited to the earlier vea^’'s of the Act’s 
operation when experience of working the system was still immature) docs 
not, in our opinion, invalidate this conclusion \V‘o reconim.np, thcTefort.j. 
that the sep.iralion of the Issue and Banking ITopartments of the Baiik of’ 
England should b(‘ mninlamed and that the Weekly Betun' should cofitnyie 
to be juiblished in its present form ^ 

Mohimcation of Provisions of Aci of 1814 in rf-sfect of Issue 
OF Emerc.ency Currency Recommended 

33 This conclusion, however, lias not prevented us fiom considering with 
can* the possibility of so modifying the A>:t of 1844 .is to make provision, 
for tile issue ot emergency currency in times of acu1e diHiculfv It m/^ht, no 
doubt, be sulTicient to lo’»ve matters as theyyWoreA]iTior to 1914 and to risk 
the possibility of the* law having to be broken, hubjoct tv> nick mnitygfrom 
Parliament, but upon' the whole we share the objections which h«avc been 
expressed in many quarters to tEs procedure - Wo are therefore of opinion 
that the provisions of Sc-Hioii 3 of the Currency and Bank Not*-. Act, 1914, 
under whuh the Bank of laivjaiul may, with the coin.ent of the Tieastiry, 
temporarily issucv notes in excess of the legal limit, should be c*mimucd in 
force It should be provided by statute that Parlniment sliould be infomed 
forthwith of .uiy^action taken by the Treasuiy under this jirovision by 
moans of a Treasury Minute which sluaild be laid before botk Houses The 
statute should also jirovide th.it any pi oftts'derived from the excess issue 
should be surrendered by the Bai.'k to the Kxcheqm'r It will, of course, be 
necessary th?t the Bank Kate slnu kl be raised to, and maintained at, a figure 
sufficiently high to secure the earliest possible retirement of the excess issue 

34 In connection with these emergency arrangements we h.ive considi'red 
the question of the reserves whicft should be licld by the Joint Stock Banks 
quite apart from th(*ir normal reserves o5 legal temk'S luoney o As we do 
not contemplate a resumption of tftc internal circulation of gold, no usetul 
purpose would bo served by their accumulating gold which can be more 
effectively employed' bv the Bank of England in maintaining the exchanges 
and supporting the myte issue We have considered a prr-posal th.it tliey 
should be required to hold .a certain proportion of their deposits m the form 
of Treasury Bills and other short-dated ('fovernment Securities, which, in 
the event of a crisis, might be discounted with the Itank of I:Ingland and form 
tlic basis of an issue of emergency currency if required. While we think it 
expedient that siu h reserves should be hekl, wc have conic to the conclusion 
that it would not be desirable to attempt any legal regulation of the matter 
Our attention has. hotlrever, been called to the fact that a Committee of 
Bankers have lecommcnded that banks should in future be reipiired toipnbhsft 
a Monthly Statement m the form of Appendix I to this Report showir^g the 
average of their weekly balance sheets, dunng the month We entirely 
concur in this recommendation and wc suggest that tlie statement of assets 

'’should be amplified by the addition after ” money at call and at shoivi notice " 
of a hcadng “ (government Secuntics maturing within 12 months ” If this 
IS dpne, we 'think that the consequent publicity \vill be amply sufficient to* 
secure thoAibject which we have m view r ^ 

Amount of Eiduciary Note Issue and Gold Reserve ” 

35 Haviiig come to the conclusion that Ihc ?}/nount of Ihe fiduciary^ issue 
should, subject to what was s..vid m paragrgp'. ,33, be fixejJ by law at some 

'iJcfmite amount, we have next to cotisj|ler how large this fiduciary issue 
ougl^l to be • a 

Assuming the restoration of ;^n '‘ifcctive gold standar*.!, and given the 
''*»»* 
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conveijtional standards o^J>ankmg practice and the customs of the public 
as*y 2 gards usep^currency, the amount of legal lender currency (other than 

• subsidiary coin^ which cJn be kept in circulation, including the currency 
holdings of the banks and the Hanking Department of the l.iank of Knglati<l, 
will dctennft’^ itself automaticalh^ sin(-<‘. if the currcyicy becomes redumlant, 
the rdte*of discount will fall, and prices will rise . notes will be presented in 
•exchange J^)r#gold for export and the volume of the currency will be reduced 
pro fanto If, (?n the oth* hand, the supply of currency falls below current 
^qiflrenmnts, ■'ihe rate of discount will rise, prices will fall, gold will be 
importecl, and new notes taken out in exchange for it * 

Under the arrangements which we contemplate ^*irtually the whole 
awiount of the curreney gold in the country will be held m a ceiUtal rcseive 
at the Bank of Kngl.ind , and the circula'#oij, m the wide sense in which we 
are using the term, will consist (apart from the subsidiary currency, whuh 
»we necvl not now consider) in parfof tidnciary notes, and, as legards the balance, 
of not^s covefied by that Jt-jerve The total circulation being automatically 
deleimined, it will fullo\^ lhaf the higher the am#unt iixod lor the fiduciary 
issu^ the ibwJ^* \fill be Ihb amount <)f the covered iss-p^ and, consequently, of 
the ceiitAl .i[old reserve and met' versa, while, it the fiduciaty is:sue were ftxed 
•at a ligurij which proved to*be highei ttAn the total lequireinents of the 
ciJwntry for legal tender cftrreiicy, the cuvckmI is'.ue, and with it tlie central 
gold i<*serve, would*disappear allogethei ft is clear* tiieietore, that the 
amount erf the hduciary Issue must lie (i\ed at a hgnre k«w enough to make 
sffie, not merely lliaL there will always be somc*cov<‘rc‘d issue, but that theie 
will always lie a covennl issue of sulfuiently substantiaT amount to secuie 
that the c^vcfnng*gold whicl^ constttutc‘» the central reserve never falls so 
low as t<. give rise t» apprc'hension as to the stability of the gold standard 
37 If tb- post-war requirements provoTl to be no larger tlian the pre-war 
reciuirerneni'. fabout ^18(),000,(rfJO, cxclu'^ve of snl^^uhary cont, as shown in 
])<iragrapli 13), it is clear ihat the present fiduciary issue j/‘249,000,000 
would h.ivc' to lie reduccMl by /d9,()(U),(K)() bcdorc any gold could be retained 
111 the central reserve at all Even upotfthc supposition that the poiiijy of 
s«bstitntiflg notes tor all gold outside that reserve is i(niqietelv successful, 
in order to have a central gold rc'servii of /,1()(),(K»0,0()() the tidiuiary issue 
would have to be reduced to 000,090 and, c-ve^j so, we shoulcl have 
1^60,000.000 Ic^^ gold fii the countiy than before thj^ war 
•38 The pre war requirements, however, had n^t^ition to the level of 
pre-war world prices, the existing conventional standaids in regard to banking 
K'serves, and the habits of the people, both in n.'gard to the ami>unts ot 
money which they carried m tl»ir pockets and kept in their homes and to 
the use of credit instruments in place* of cash It is probable that after the 
war world prices will stand for many years, if not permanently, at a greatly 
enhanced level, and that tht banks may well fincl it desirable to .idopt a higher 

• standard for their holdings of leg.d tender monc'y I-'urthcnnore, any^addi- 
tiorial%conomy m the use of legal tender money which may take* place through 
the yxlendccl use of bankers’ cheques and other credit mstrumj|‘nts ma^be 
more than offset by the fact that a larger sbaic' of tlft* national income is 
likely t(^ be enjoyed by the wage-earning classes who are the chief users cjf 
legal tender money All these cj,uses will tend to increajjc the amouflt <n 
legal tender money which the country will, consistently with (h# maintenance 

Ij of a gold stan^lard, be able to retain m bank rescTves and general circuWtion 
to a Doifit much above the pre-war figure, but the pii*cise amount f^f the 
increase can only be determined by exper.ence » 

39^ Until sucy experience hafc been gainedmt would m ou* ^|pmion be* 
a^ngerous to seek to lay ftcKwn any preert^ figure lor the fiduciary issue 
The adoption of^n unnecessarily lolv figure would result iji the accumulatiQjj 
of a gold Reserve of largei dimensions than is strictly necessarv for the pro-* 
tection of the golc^standaftl and tlfl‘*seciA‘ily of our national credit—a lixury 

*♦ « 
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which we shall be ill able to af(prd m the diflic\iit times which are ahead— 
while the adoptioj^ of loo lugh a figure would destroy ^the ftv)ld standard 
altogether. ^ • 

40 It therefore seems desirable to approach the problem from the other 
cud, and to attempt to fix tentatively the amount which we Siiould like to 
see held m gold in the central reserve, leaving the ultimate din»ensions of the 
fiduciary issue to be settled as the result of expoiience at t^je^ amount of 
fiduciary notes which can bo kept in circulation—lUibanking reserves (mcludinj^ 
the Banking Reserve of the J^ank of England), and in tha potkets of the 
people—without causing tl.-e central gold reserve to fall <i])j)retiaoly below 
the amount so fix(,“d 

41 Thfe pre-war gold reserves were about _£38,500,000 in the Bank of 
England and an amount estimated at /123,000,000 in the banks and in the 
pui kets of the people If the actual circulation of gold com ceases and the 
u liolo of the g(jld is. concentrated in the central institution, some p<onomy^ 
IS pcirnissible in view of its iinuMsecl mobility On th(‘ (^tln^r Ic&.id the 
aggregate amount of cir'' eiicy re<piirecl will undoubtedly be larger W'e 
accordingly recommend that the amount to be aimed at in th' fifkt instance 
as the normal minimum amount of the central gold reseivo 'houUl be 
yjl.>0,000,000, and that, until thF^ amount has been reached and niamtainei*’* 
concurrently with a satisfactory loreign exchan*;e position for .i peiuxi pi 
at least a year, the oolicy of ibdncing the uncovered iiA'te issue as and when 
opportunity otferv sliould be consistently followed In view of th^ economic 
conditions which aie likely to follow the restoration of peace, it will'be 
ne»essary to uppFy this policy with extreme caution and without undue 
rigidity When tile c'kchangcs are w-)rking_, normally on xhe basis of a 
minimum reserve of £150,000,000 the position should again be'revicwed in 
the light of the dimensions of the fiduciary issue as it then exists 

Reduction of Present Currency Note Issue During 
Interim Period ■ 

42 If these arrangements are adopted, there ^vlll b^ -''.n interim period 
beginning after the completion of demobilization during which it is probable 
that '‘.he present issue of Currency Notes will have to be gradually reduced 
until expenence has 'hown what amount of fiduciary notes can 1^ kept m 
cuculatioii consistently with the maintenance of thi^ rescT'^e It was sug¬ 
gested to us m evidcr'ce tha‘-, until that amount has been ascertained, steps 
should be taken as soon as possible after the war to reduce the uncovered 
issue at the rate of not less than 3 per cent per annum of ‘the outstanding 
amount, and that, subject to arrangements rormeetinga temporary emergency, 
the issue m any pi^riod of six months or one year should not be allowed to 
exceed the amount outstanding in the preceding similar period We think 
that it would be highly ^esirable to aim at a steady and continuous reduction, 
but we are disposed to doubt whether it will be found to be practicable to 
work to any precise rule We confine ourselves therefore to the ‘’general 
rdiommend^ation of policy indicated above We entirely concur, how'ever, 
in the suggestion th^, when reductions have taken place, the actual maximum 

^fiduciary circulation m any year should become the legal maximuryi for the 
foll&wmg year, subject only to the emergency arrangements proposed m 
paragrapht>3^. » » 

TRilNSITIONAL ARRANOEMFNTS PENDING RePLACEMivNT OF 
Currency Note Issue by a Bank of England Issue 

43 It reraams for us to coiwider how and when the prescnt.issue of Currency 
Notes IS to be replaced by the Bank of Engl^n 1, issue There would be some 
jawkwardness m tt^nsfomng the issue to the Bank of Englana before the future 
. dimensions of the fiduciary issue have been ascertained We. therefore, 

recoVnmend that during the traTjSitjon-il period the issue shoula remain a 
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Government but tlut such ]x>st-\var expansion (if any) as may take 

place siioiild be covered, inH by the invcstflient of the proceeds of the new 
, notes in GovCTnmdit Sccu 5 ities, as at present, but by takufg Bank of England 
Notes from the'Bank and holding them in the Currency Xotc reserve, and 
that, as an'i when opportunity arises for providing cover for the existing 
fiduciary»por|ion of the issue, thefsame procedure sltould be followed. Ihe 
effect of this arrangemi^nt would be that the demands for new currency 
•wouW opeitit^ IT#the norm^ way to reduce the reserve in the Banking Depart¬ 
ment at the Bank of Engfand, which would have to be restored by raising 
money r.»tes aiiA encouraging gold imports , * 

|44 We should thus m course of time have the Currency Note issue covered 
partly by the /28,500,000 of gold at present held and (Partly bjj Bank of 
England notes covered by gold in the Issue Department of the Bank of 
England ; the balance, forming the fiduciclry” part of the issuc properly so- 
calMd, being covered by Govorijmeiit Securities as at present. During the 
•transiyon stage the greater part at any rate of the demand for gold for export 
will fall upon'the Bank England, since Currei^V Notes are not likely to 
be lircseuftfd ±o^ny large extent for actual p.iymcnt in gold, but will be 
paid in the banks which collect them to the credif of their accounts with 
the Bank of^uigland, the balances thereby jreated being used when nece-ssary 
*to draw gtid from the Baidc of England for export^n the ordinary way We 
at:(Tordmgly think th*t it will be rlcsirablc tha^Bank of England notes should 
likcwislj be substituted in#the Currency Note reserve, either immediately after 
t1ie war of fiom time to time by instalments, fcjr the ;^28,W)0,000 m gold now 
held by that reserve, so that when the time is ripe for tl¥3 final transfer the 
whole of the gi)ld reserve may be m tjie hands of the Bank 

45 W1 "A the fiduciary portion of the isSuc has been reduced to the amount 
which exp' ,-iencc shftws to be consistent* with the maintenance of a gold 
reserve of SQ,0yO,000 m the I-^sue Dcpai^tment of the Bank, tlje outstanding 
CniTeiicy Notes should be retired aiul Bank of l•'ng^and notes of low denom¬ 
ination substituted, the BarAc of E'ngland fiduciary issue being sfmultancously 
intreascd by au amount equal to the then^ssuc of Currency Notes covered by 
Governnu^t setifriycs As the Bank of luigland notes hekl m the CuirAncy 
>A)te reserve and the gold against them would already appear in the Bank 
leturn, the only effect on that return of Bio ultimate mciger would be to add 
to the total Bank of England issue the amount of tlfb hduciaiy portion of 
flic Currency Wote islue as ultimately ascertained* ^nd to add the same 
amount of Government securities to the secu^ltl^s in tlm Issue Department 
48. 'Ihe setUgment as bctwi'en the Treasury and the Bank would tike the 
foim of the Treasury handing ov«^ to the Bank in exchange for a like amount 
of Currenev Notes withdraw’?! by the Bank from circulation the Bank of 
England notes held for the ('urrency Note account, and in respect of the 
remainder of the Currency Notes withdrawn, Government Securities The .e 
.securities should be cither M^ays and Means advaiu^s or 'Ireasury Bills and 
*olher ^iiarkctable secunties being part of the ordinary Public Debt, and 
shoiiJd be. taken at current market value lu so far as any of the asset^of 
the Currency Note redemption account at the time transfef might not 
come within these categories they should be retained by the Ireasury and 
other scturitics substituted The Bank of England notes of small denomin;^ 
tion would be issued by the Bank*in place of the Currency^otca withdrawn 
• from circulation, partly ih substitution for the Bank of England ^otes returned 
to them^rom^he Currency Note Reserve (which would be alread]^ covered by 
gold^in the •issue Department), and partly m respect of the Bank’s n<'w 
fiduiyary i.ssue based on the trans^eried securitic^. Ihe profits of the increased 
f^luciary issue \tould be pi*yable by the B.'jnk to the Exchequer 
• SuMlIlAify ov Conclusions • 
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The provisions of the Bank Act, 1844, operated automatically to correct 
unfavourable t=>\changcs and to tlieck undue expansion^, of credit (Pars, 
2 to 7) ■ 

During the war die conditions ncccssaiy to the maintenance of that standard 
liave Ceased to exist The main cause has been the growth of, credit due 
to Government borrowing from the Bank of England and oth ^r banks for 
war needs The unhimted issue of Currency Notes has-been both an inevitable 
consequence and a necessary condition of this growth of credit, (r’a..> 8 to^l4 ) 
In our opinion it is imperative that aftiT the wot the conditions necessary 
to the inainten.ince of an eff,°ctive gold standard should bo restorccl. withou'. 
delay Ihiless the machinery which long experience has shown to be the onl ' 
effective remedy for an adverse balance of trade and an undue growth of 
credit IS once more biought into [)lay, there will be grave danger of .i progre'i- 
sive credit expansion which wnl fesult in a foreign dram of gold menacing 
convertibility of our note issue and so ^jeopardizing the intcriialional 
trade position of the country (T’ar 15) 

The prc-rcqmsilies for t|:^' lestoialion of an ewecBvi; gold si’andard are 

(а) The cessation of Gnvei iimeiit borrowing as soon as possibl: after^the 

war We recommeno that at the earliest jiossible moment an f|de(juate 
sinking fund should be jirovide;! out of revi'pue, so that tlun'e may be a 
regular annual reductiotc of capital liabilities, m^>re especially tl osc which 
constitute the tloating debt , (Pars 16 and 17) * ' 

(б) Ihe recognized machinery, namely, the rai'-mg and making effective 
of the Bank of Icngland d';count rate, which before the war opeiated t;> 
check a foreign dram of gold and the speculative expansion of credit m 
this country, must be kept m working,orikn This necessity cannot, ami 
should not, be evaded by any a'ttemjit to continue differentnd rates for 
home and foreign money after tl'e war (Pars 18 ai‘id 19) 

(c) The nsiie of liducuuy not'-s should as soon as pra:ticable, oiue 
more be limited by law,'-and the present arrangements under which deposits 
at the BaiiK of England may he exchanged for legal tender currency 
without affecting the reserve of*'he Banking Department should be tcr- 
mhiated at the earliest possibles moment Subject to t*"utMtiona* ariange- 
ments as regaVds Currency Notes and to any special arrangements M 
regard to Scotland and Ireland wffich we may have to propose when we 
come to deal with th^^’qiieslioiis affecting those parts of the United Kingdom, 
we recommend thal^lhe Note Issue (except as rcgaids c'nstmg private 
issues) should be ciflirely in the hands of the Bank of Engl.md Tile 
notes should be payable in I-ondon only, and should bf legal tender 
throughout the I'mted Kingdom (Pars 20 and 21 ) 

As regards the control oI the Note Issue, we make the following observations 
(i) While the oliligation to pay both Bank of England Notes and 
Currency Notes in gold on demand should bo m.imtamed, it is not neces¬ 
sary or desirable that there should be any early'resumption of the internal 
circulation of gold com (Par 23 ) 

^ (2) While the inqiort of gold should be free from all rcs'tnctions, ’t is 
convemenlf that tl^' Bank of Icngland should have cognizance of all gold 
exports, and \v(‘ rctommend that the export of gold com or bullion should 
**be subject to the condition that such com and bullion lias been (rbtained 
from the ;^ank*Jor tlie purpose. The Biilik should be under obligation to 
supply gold'for export in exchange ffir its notes (Par 24 ) 

(3) In vTkCw of the withdrawal of gold from circulation wti rec/j»mmend 
that the gold reserves of the country should be held by one central ms'^itu- 
tion and that all banks should transfer any gold now held by them to the 
Bank of England (Par, ^ ' *• 

Slaving carefully, considered the variout; proposals which have been placed 
before us as regards the basis of the fiducury note issue (pars 26 31), we 

recomoiend that the principle of^the ^aak Charier Act^ 1844, shtuld be 
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maintained, namely, that there should be a fixed fiduciary issue beyond 
which notes should only be^ssued m exchange for gold The separation of the 
Is 5 «je and tanking Cepartments of the B^nk of England should be main- 

• tamed, and tne Weekly l<<#turn should continue to be pubtished m its present 

form (Par 32) • 

We recoirAiiend, however, that provision for an emergency be made by the 
continuahce th force, subject to The stringent safe^ards recommended in 
the body ^f the Keporli? of Section 3 of the Currency and Bank Notes Act, 

* 1914* under whiPh the BanJ^ of England may, with the consent of the Treasury, 
tgm^^oranly issi^ notes in excess of the legal limit (Par 33 ) 

We acivocate the publication by the banks ci a monthly statement m a 
I^escribcd form (Par 34 ) 

»Wc have come to the conclusion that it is not practicabfe to hx a^iy precise 
figure for the fiduciary Note Issue immediately after the war (Pars 35 to 39) 
\ye think it desirable, therefore, to fix trie amount which should be aimed 
#at as t^e ciuitud gold reserve, leafing the fiduciary issue to be settled ulliniately 
at sucfi ainomjt as can be,k(.u>t m circulation without causing the central gold 
rest'rve to fall below tlie*anToflnt so fixed We r^uunmeiid that th(‘ normal 
miidmuin*t)f the# central •gold lesorve to be aimed at sliould be, in the first 
instance,*£1^0,000,000 Until this amount has been fe<ithe<l ami maintained 
iconcurrenyy with a satisfactory foreign ex#hange position for at least a vear, 
tji® policy of cautiously rcincing the uncovered Note Issue should be followed 
WheiiiTctiuc tions liafre been efiocted, the acUull maximum fidutiary circulation 
m any yc^r should becoiftc the legal ma:jimum for the foH^wmg year, subject 
<^ily to the emergency arrangements prcviomiy recommended When the 
exchanges are working normally on the basis of a nfinimum reserve of 
£150,000 OyO,* the. position s^iould iagam be revievfed in the light of the 
dimensio . of the fKjuciary issue as it then exists (Pars 40 to 42 ) 

We do M t recommend the transfer of the existing Currency Note Issue to 
the Bank of l^.n^land until the future diiiensions of the lM(luc’»iry Issue have 
been ascertained Durmg^the transitional period* the issue should remain 
a Cjovernment issue, but new iioles should be issued, not against (lovornment 
Securities, but ^gainst Ikink of England Notes, and, fiirlliermore, when 
qj^porturffty arises •fur providinjf cover for existing uncovenyl notes, Baftk of 
England Notes should be used for tlys purpose also ifemands f^r new 
currency would then fall in the normal way on the Banking Department of 
^he Bank of luigland, (I*ars 43 and 44 ) * 

'• When the fiduciary jioition of the issue ha^ becliyediiced to an amount 
w'hich experience shows to be consistent with the maintimancc ot a central 
gold reserve b£ £150,000,000, the outstanding Currency Notes should be 
retired .ind replaced by Bank^if England Notes of low denomination in 
accordance with the detailed procedure which we describe (Pars 45 and 46 ) 
We hav(‘ the honour to be, 

^ly Lords and Sir, 

Your obedient Shivants, 

(Signed) CuNi.i i fe {Chairman) 

C S Addis ^ — 

K E> Beckett 
John Bradbury 
G (' Ci^SELS 
Gasi’akd F^r«er 
Herbert C* Gibbs • 

W H N GcftcHEN. 
INCI 4 CAPE. 

U W Jeans 

^ . A. C PiGou 

G C Upcott {Sccrefar^ Geo Ff Stewart 

P 'ISth August, 1918. W. Wallace, 
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Proposed Mqnthlv Statement to be Published bv Banks 


Statement of the avetage pgmes up the weekly Bald^icc Sheets dunng th& month 
,, of _19_ * 


' Liabilitils. t : 

Capital— i 

Registered £ \ 

Subscribed £ ; 

Paid up . £i 

Reserve Fund j 

Current, Deposit, and otlut Ai counts 
Acceptances , 1 

Endorsements, Guardni,ccs, and 
other nblications \ 

Notes in Circulation \ 


I 



o Assets. £■) J I I 

Cash— i ! 

(1) Coin, Balk and Cur-, i I 
rc’cv Notesand BaU' zrs ^ 

with thd dank of England (, ' i,. ] 

(2) Balances with Lonci n ,, i } 

Clearing Agents and with ■ (' 

other Banks, Bankcis, or ' 

Banking Companies in ! • 

the United Kingdom -£ I ' 

(3) Items in transit . £ i ' 

Money at Call and at Short Notice ; | •> j 

Britisrf Ihlls of Esthange . ' 

Foreign Bills, Foreign Bank Bills, ' j 

and Dcmtcilod Bills • 

Balances abroad _. , , ,1 

Investments— 

(1) Securities of, or guaranteed ■ | 

by, British Government 

(2) Indian and Colonial Govorn-^ | 

ment Scc'irities, British Cor¬ 
poration Stocks, British Rail- I 
way Debenture and Preference 1 
Stocks . i I 

(3) Other Investments . . j 

Loans and Advances . . ,1 

Other Assets . I | 

Bank Prc-aiiscs . . * ■ j 

Liabilities of Custom^jfs for Acrep- ' [ 

tances, as per contra j I 

Liabilitic-s of Customers for Entbrsc- I 1 

meiils, Guarantees, and other | 

obligation''^ as per contra 


r. 



APPENDIX XI 

FINAL REPORT OF THE COMMITTEE ON CURRENCY 
AND FOREIGN EXCHANGES AFTER THE WAR 

' Terms of Appointment 

1 

The Lords Commissioners of His Majesty’s Treasury and th^ Minister of 
Reoinstruction have appointed a Committee to consider the various problems 
which will ansc in connection with currency and the fonugn exchanges 
dj^nng the penod of Keconslructioii and report upon the stc'ps rcqi^rcd to 
bnng^bout the r<,;storation of normal con(l!,tions in due course 
The constclivtion of the Committee will be as follov's— ’ 

lORD CuN‘liffe, G B.E., Governor of the Bank of England, Chairman, 

Siji Charles Addis, Hong-Kong and Shanghai Banking Coiporation. 
The Hon. Rupepj Beckett, Beckett and Company. 

Sir John Bradbury, KCB, Secretary to the Treasury 
G. C. Cassels, Esq , Bank of Montreal. 

Gaspard Farder, Esq,, Baring and Company 
The Hon, Herbert Gibbs, Antony Gfobs and Sons, 
li . c . u e ' 





* • 
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W H. N ftobCiiEN, , Chairman of the Clearing Bankets’ Committee. 
C^KD Jnchcape OF Stmathnaver, G C*M G.KCSI.KCIE 
\< \V jlicANSf /!sq , Bank of Australasia • 

A C Pir,f#u, I'.s<| , M A, Professor of Political Ece*iomy, Cambridge 
flmvorsity 

0 St^:wart, Issq , D L , S I , Kx-Govcrnor^of the Bank of Ireland 
Wui.iAM Wallack, Hsq , Royal Bank of Scotland 
Mr (* (• ypcoir,*of the Treasury and Mmistiy of Reconstruction, will 
J act as Secretary to the Committee 

J^iHitary* 1918.* 

'l^ic following words weie subsequently added to the Terms of Reference— 

“ and to consider the working of the Fynk Act, 1844, and the constitution 

^yul functions of the Bank of England wifh a view to recommending any 
t altctations which may appeat to them to be necessary or desirable.” 

On his apf^onitincnt Js tf'^incipal British Rcoaralion Commissioner, Sir 
Joliji Bn-#lbiy:y^resigne(^ from the Committee *Mr. B. P Blackett, C B , 
the ('oi'^roller of Finance, Treasury, was appoiifted a mcmbeii of the 
Committee til his place ^ ^ 

^ Mr Casucls was prevenj^ed^by absence in Canaila from attending the later 
fb^(.tlllgs of the Cofiinittee • 

Mr • II E Pass, of the Treasury, was appointed nn July, 1919, Joint 
iccrelar/with Mr Upcott to the Committee. • •* 

TO^TME LORDS C(JMMIS6I01^ERS OF flIS MAJESTY'S 

TREASURY 

• 

My Lords ■* t ^ ^ 

1 We have the honour to present herewith our Final Report on certain 
matters referred to us m Jjftiuary, 1918, with which we were ndt in a position 
to d<Ml m our Interim Report in .August ^ that year 

2 forsi^n E»( fringes .—We slated in the introduction to our Interim 
^<q>ort our opinion that a sound system of currency won/ll m itself secure 
equilibrium m the Foreign Exchanges* We have reviewed the rrfticisms 
winch have been made upon this part of our Report, ♦lut we see no reason to 
•rnoilify our ojtmioii *Wc have found nothing in tire experiences of the war 
to f.ilsifv the lessons of previous e\|x,*nenLe tltat the^uloption of a currency 
not convertible at will into gold or other exportable com is likely m practice 
to lead to ovor-issuc and so to destroy the mcasuie of exchangeable value and 
cause a general rise in all prices and an adverse movement in the foreign 
exchanges 

8 The nominal convertibility of the Currency Note winch has been sustained 
by the prohibition of the bxport of gold is of litllt* Viilue The weakness of 
* the exchanges is m a measure due to trade conditions, but an important cause 
of ^be depreciation in sterling in New York and othei financial centres is, in 
onr opinion, to be found m the expanded state of ejedit m this country 
'I'hc existing expansion is not merely the legacy of the stress of war finance 
and Gcwernmeiit borrowings, which even now have not ceased, but a^o, 
p.irt the result of maintaining rates for money in London ticlow those ruling 
111 other important finantial centres. The difficulties of the Forejgfi Exchanges' 
positior^ arc Aggravated by the grant of long term loans and credits, wflether 
directly or^lnde^ guarantee or otherwise by the Government or by private 
Icmjcrs, to enable foreign States or their nationals tcApay for exports from 
4his country. €^ew of thc^e loans and credit! will be liquidated at an earlf 
date The larf^ payment* tvkich we have*to make to America, North and 
South, for necessary imports of, foodstuffs and raw mSterials from thflke 
countrjraf make ^ essent^l that ^e, in^our turn, should secure payi^ent ift 
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cash for as large a proportion as possible of our exports, visibb and invtsible 
Wc recommend therefore that preference should be given to expqpts to 
countnes which are able to make payment in the ordincir*^ cou ’sc of trade 

Increased production, cessation of Government borrowings and decreased * 
expenditure both by the Government and by each individual member of 
the nation arc the first, cssenti.ds to rcco''cry These must be associated 
with the restoration of the pre wai methods of controlling the currency and 
credit system of the country lor the purpose of re-c‘fetablishing a*- an early 
date a fiee market for gold in London •. '' 

4 Bank of Bnqland —The principles of the Bank Charter Ait of 1^44 were 
fully consid('rcd by us in our Interim Report We have examined with car** 
the opinions there ^cxprcssinl in the light of certain criticisms which have 
been m-ide with reg.ird to them Wc sec, liowever, no re.ison to alter oir 
conchisKuis We have again corsi 'ered the principles governing the banking 
systems of the printipal foreign countries and wc are satisfied that they 
are not so well adapted to the nce<ls of this' country as those contai’^ed in i 
the Act of 1841 Certain important alterations ;^vhich expeiiencc suggcsti'd 
to be desirable h.ive been tJiade in the constitution and management of the 
Bank during llie war, ard wc do not now think it neccssaiy tO rnake <liny 
further recommendation 

5 Govenimcnt liornmings on H'ltvs and Mean'^ Advances from th^ Bank of ‘ 
hnglaiid —We desire to draw attention to the extensive use made during the 
war of the system of ^\'ays and Means Advances fropi tlic Bank of England 
We referred to this f.iatter in paragraji'i Id of our Interim Report and explained 
its effect in causing credit and currency expansion The powers given to the 
(government by Parliament to Ixirrow from the Bank of England in the form 
ol an overdraft on the credit of Wa'/s anil Mca«ts were, as the naric implies, 
intended to enable the (Government to anticipate reccii-Sts from Revenue or 
permanent borrowings for a brief period only Indeed, P<jp-hament, by 
expressly providing that .dl such aUvancos sHould be rcpaici in the quarter 
following that .11 which they were obtained, showed that it had no intention 
of bestowing upon the Government the power of securing an overdraft of 
indcrriitc duration and amount under the exigencies of war finance the 
Government foun 1 it necessary to re-borrow in each quarter on the credit cA 
Ways and Means the amount needed to enable them to comply with the 
statutory requirement Ciat the previous quarter’s Ways and Means Advances 
should be repaid, with the result that the total outstandiag advrnces remained 
for a long tune at a higt hgure Wc are glad to see that efforts are now being 
made to reduce this ovcrdiaft to more moderate dimensions 

We, therefore, hope now that conditions are less abnormal, that the Govern¬ 
ment will coniine its use of Ways and Means and Advances from the Bank of 
England to providing for purely temporary necessities Such advances afford 
a legitimate method of tiding over a few weeks’ shortage, but are entirely 
unsuitable for borrowings over a longer period. 

6 foreign Banks —Several of our witnesses have called attention to the 
conditions under which it is open to foreign banks to establish chemselves in 
this’O^ountry^. We suggest that this is a matter which should receive The 
early attention of BIS' Majesty's Government 

,.7 ScolHsh and Irtsh Banks —We have now taken evidence m regard to the 
application of thcMrccoinmendations in our.Jnterim Report to Scotland and 
Ireland The obtains of legal tender was given to the notes of the Scottish 
and I?ish I3a,nKs of Issue as an emergency measure to tide ov-r the period 
at the outbreak of war when a serious shortage of currency was'threateiicd, 
a condition of affairs iwhich no longer obtains Some of the witnesses on 
behalf of the Scottish and Insl^ Banks showed a marked dcsi’^c to retain thf 
pnvilege of legal tender status fJt their notes fn our opinion, the grant 
ol^egal tender statHs could not be given permanently to the notes of Scottish 
and Irish Banks except under statutory conditions similar to those rjpbodied 
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in the Bank Acfc of 1844 evidence before ui indicates that rather than 

be subj^‘(.te(i to buch conditions the banks v^uld prefer the restoration of the 
^pr<S*var states acccjrdmgly recommend that the ^pre-war status be 

restored Wc Siirther recommend that when the positioj which we con¬ 
template in our Interim Report is ultimately reached the cover held by the 
Scottish ^nct Jrish Banks for they excess issue shalj take the form of any 
legal tender a* that time m existence 

♦* 8 ^urref$cf f^ote —We have considered whether steps should not 

be t^en at an early date lo impose limitations upon the fiduciary portion of 
tile Ciirrificy N,lte issue with a view to the restoration of the normal arrangc- 
n|gnts under which demands for new currency d^ierate to reduce the reserve 
in the Banking Depaitinent of the Bank of England Ri view of the fact 
tltot demobilization is approaching comiilclion and that, as we Ifbpc, fresh 
(roveniment borrowing will shortly cease, #e^'onsidcr that effect should now 
be f^veii to the recommendation made in our lntc*nm Report that the actual 
•inaxir^im lidiic lary circuliilioii in any year should bec'ome the Ic'gal maxinniin 
for the followrtig year, subject only to the emergency arrangements which we 
proposed yi paragraph ."til of*our Interim R(?pc.#t The policy of placing 
Banic of :^ngUflul*N()teb in*th(! Currency Note Kesei ve ^s cover for the fiduciary 
portion of Ifio issue as o[)poitunity arises should, of coiirbc, be cofitinued 
^We reconijnend further that*the Treasury*Minute made under Section 2 of 
tti^ Cuireiuy and Bank Nfttcb Act, 1914, providing for the issue of Currency 
Motes *10 J(»nit Slo^ B^nks, which is in f.Tct moper.itivc, should now be 
\5|lthdrawft » 

The Committee wash to pi,ice on record tliefr deep sense of obligation to 
Mr (t (', Uncott, who served as Secretary to the Cfiinmittec from the 
beginmn{ min untailing 7e,il,*knowftidge,*an(l ability* They arc also greatly 
indebted to Mr H Eass, who was a^ipomted Joint Secretary with Mr. 
Upcott, in lijly* 1919, and rendered important and elficicnt service m the 
closing period of the Commilteb’b labour# * 

Wc have#the honour to b«', 

My Tairds, 

Your ojx'dicnt Servants. • 

(Signed) ( UNi.iFFK#(C/fair>MrtH) 

* C S Addis • 

K ^ Beckf.it 
B^sil P Blackett 

* Ga^ahd Earrhr 

Herbert C Gibbs 
W H N Goschen 

Inchcape 
R W Jeans 
A (' PiGorr 
Hij-.o E Stewart 
W Wallace 

G C U#COTT ( , 

'H K Pass \ 

3rd December, 1919 

• , . • 

• * Subject, as regardb^the recornmendations of paragraph^?, to^he following 

; reservation-— t 

Ha%mft regard to the evidence given by the witnesses fron* Ireland, the 
p^-war status should not be restored m Ircl.ind until the Gosefnment 
consider the time opportumv . * 

* ‘ (Sigj^cd) Geo F. SteWrt. 
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API'ENDIX XII 

DECLAKATI6N BY THE SUPREME COUNCIL OF TilE PEACE 
CONFERENCE ON THE ECONOMIC CpNDITIONS OF THL WORLD 

(As Approved by the Supreme Council on oth March, (920) ’ 

The Supreme Council of the I’eacc Conference has taken into consideration 
the causes which combine to produce the present high cosf of lu^mg, an i 
now thinks it desirable to publish the following declaration— 

1. General Siaterttent of the PosiUon —The war which the democracies of 
Western Europe were forced to undertake in defence of their liberties, and 
which they have earned to a tnuKij^hant conclusion, has necessarily entailed 
the disorganization of the whole economic po«:ition of Europe 
This disoiganization is reflected in the rise of prices which is at prese’^t the 
'lOiirce of universal discontent among the peoples'’ belhgercnf and neutral 
alike History shows that''high prices are the inevitable resub of'war, and 
in comparison with moU wars the present situation is far from abnormal 
In the Napoleonic wars, prices m England rose 75 per cent, ana took eight 
years to become normal arain In the American Tivil War Amcn^an prices 
rose 100 per cent and took twelve years or more to becc-ne normal. As ttie 
result of this war, the»most gigantic of all in the history of the world, j^cncral 
wholesale pnees (as* distinct from tne cost of living) have advaiiced sine 
1913 approximately as follows— 

'The llnited States . 120 percent 

Great Britain ' . . I'JO ,, * 

France .... 300 ,, ' 

Italy . . . 300 ,, 

Belgium* . '■ . '300 

Many causes'contribute to this rise in pne os, hilt they may .ill be iu«',»rdctl 
as directly or indirectly the c()nscqv''nc(‘s of war. For nearly hvo years the 
energies of the people have been diverted f-om the worf df jiroiJ 'ction to 
the work of destl action ; for nc<irlv five years the creation of new resources 
has been stopped and the resources of jiast generations consumed or destroyed 
To feed and equip thcimations engaged m (his struggle, ihcir Governments 
had to mortgage tlio pro^p-^ctivo wealth of their countries' in the Ibrm of credits* 
or paper m<mry. Th(!l excessive creation of these tokens of prospective 
wealth, as compared with the volume of real wealth, is indicated by the nse 
in prices 

Nothing but the hard necessities of war could have justified or excused this 
procedure Its dangers are obvious Public appreciation of the necessity 
of maintaining a strict balance between normal levenue and expenditure is 
weakened, and the ordina^'y individual is misled by the illusion of prosperity 
to believe that there is an increase' in real wealth and an abimdan''e of 
available supplies, and is encouragc'd in haints of extravagance , 

Cbvcrnmci t action may mitigate or disguise some of the effects of the 
rise m prices, but it cannot remove the root cause*, which is the destruction 
otwealth This loss of wealth is, after all, but a small inatter compared with 
the sacnfice of lifcg w'hich was freely give^i during the war to overthrow^ 
militansni and'tc-cstablish national liberty m Europe^ * But its effects can only 
be hc&lcd by^lhc passage of lime, and the people of ICurope, if Uicy wish to 
cxpcduc the process, must contribute to the works of peace the same anfour 
and devotion as they gave to the prosecution of the war In the subjoined 
review of the ’position the Conference indicates the fines on wMch it considers' 
that a solution of the problem c;ln best be fo’'rid“; but it is vain to expect 
thfit the result of the war can be eliminated, by a stroke of the pen ^ 

1 2. Peace not yet Pe-eetahUshed.—hX present Europe is from'tlavmg 
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returned to the condition^ of complete peace Russia is stated to have m 
the Iwld armies of, 1.500,(i/OO men or mow;, and the diibandmeni of these 
n awSues is, otVoun?e, a pni^iary condition of hZuropean poJtce But many also 
of the countries which have been created or enlarged as the outcome of the 
war have s^dl the appearance of armed camps ; and not less than 1,000,000 
nien arastil’j under arms in Pohiiid, Roumama, and the new States created 
^ out of Austna-llungajy. Moreover, although armed conflict has ceased, 
»• tiie^muti»4l Viiialnes and antipathies which are the natural legacy of war 
stilUdominate many of thfe nations of Europe, and are leading to the erection 
*f artifliial economic barriers which must seri^pusly hamper, if they do not 
(Jutirely prevent, the restoration of the common prosperity 

The first step to the reconstruction of Europe is lo coiilplete th<^ process of 
c?«'mobihzation in all countries, to resume the full cTUployincnt in peaceful 
pursuits ol llie wIkiIc of the able-bodn-t? population and to eiiconiage by 
ev^ry means the normal mtcKiliauge of their )>rodu( Is niilil peaceful ron- 
ihlio.yS. have tlius been resiiimd lu eveiy biaiich of hie, b'urope, which has 
suffered so terribly duiiUg* tin pad years of stiife, will continue to sufler 
tiupi the^estjessness an^ lack of confidence whicf is the natural consequence 
ol the i^iheavaf through wlm li she has passed •» ,, 

3 htcreu*sr oj Pruduclion — laberty has, mdeed. been pres<-ived to Europe. 
* and the Uireat of milil<iry domiualKiii is j^one This great achievement has, 
Tiibwevor, left vict'iprs and van<[uished ali^p impovcnashed and enfe(?bled. 
Deatrt or disablement l’*:is removed fiom th(‘ work of'production millions of 
#neu in tnc* prime of life , .ind millions nlore haye had tlu*^ cfticiency impaiied 
by sntfenngs on the field of battle oi through pestilence oj privations at home. 
Insle.ul of having the .issist.iucci of th<‘se sons, eaclp country has to provide, 
in the me -^t generous measure'* possible, fol the maintenance of the maimed ancl 
for the fam.hes of life fallen, and this rniv.t for many years to come be the first 
chaigc on lice Jiatioiial incom^ Meamyhile those who remain liave not yet 
recovered the former habit ot industry,*<ind havo not yet r^-adjusted their 
standard of output lo co^tipensate for the reduction of houfs which public 
opinion in all countries has deniaudeck^nd is securing At the same tune, 
of the m,^hmeiy vhich might have made good these dehciencics much htjB been 
destroyed, and more has been worn out, no adequ.ito renofals being possible 
during the war In particular, all means of transport have been chsoi^anized, 
and the ethciency ol the railway systems has been universally impaired 
To these gtfieral lo'^ses must b(‘ addeil the special wlisturbanccs of production 
in each country For example, .i large poitidii of t\e most fertile territory, 
more especiayy m France and in the North of Italy, has been devastated , 
while m France also indiislnal ceiities and mining areas, of vital importance 
to her industries, have been ctnnpletely destroyed and will not be able to 
resume production for years to come In Belgium, similarly, the n.itional 
industries suffered greatly during the period of occupation Germany, on 
the other hand, has its industrial estabh«hmeuts witact, but is paialy'.ed by 
* lack^of capital and credit, and by the disorganization bred of defeats? while 
in^thc case df Austria these conditions have led to the complete breakdown 
of her economic life. Russia has passed through all the throe^-^of civil •Strife, 
and IS still the victim of confusion and anarchy Eacli country sulTcrs from 
a diflotent difficulty, but each contributes its share to the common dc^icfl* 

In agriculture, Russia, whicll before the war was the most important 
. * granary of Europe, and of whose products Europe is m such cither has 

not be$n prdducmg at all or hay not been able to exchange with Jjer neighbours 
simh prodiScts as she has * 

Roumama, which before the^war exported annually*over 6,000,000 quarters 
«)f wheat, has altered her ‘iystem of land teniife, and is now ceaJmg to produ»e 
more than suf^ces for th'j^iWnec^^ale neetfc of her own population, indeed, 
on the 1st December last, it was stated that only 530,000 hectares had been 
sown'l^'comparfd with .pi anuua| avc r.pje befoie the war of 1,000.000 hectares, 
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though some improvement has since taken place Other countries again, 
such as France aiul Germany, w^ich were larg<‘ly self-suppoitin", are unable 
at the present moment, owing to the devastation the land, the destruction 
of buildings and machinery, or the lack of capital and fertilizers, to produce 
more than a fraction of what is required for their own needs, and Jiave been 
increasingly driven to compete in the world market for the linatea supplies 
now available 

Again, in reganl to coal, pioduction in cv(;ry country has lx*en decre.iSed, 
the approximate figures of output in metnc tons for 1913 and 1919 respectively 
being as follows- - *■ ** 


I'JmleJ Kingdom 
France (including Lorraine) 
Germany* (excludinji &aar 
and Lorraine) . 

United States of America . 


1913 

292,000,000 

‘I4,00(),000 

173,000,000 

517,000,000 

t 


1919 

234,000,000 

22,000,000 

109,000,000 
495.000,000 “ 


Although detailed st^itistics are not available, '■^uch mSr latJbn asr we 
have goes to show that the output of factories and manufactiirirg ibdustnes 
throughout the woild is below Gie standard which prevailed bfdore the 
war, and far below the dibnands now made upon*them Ihe n'^t result,of 
under-production arising from '.hose various causes is dn vicute shortige of 
the essential supphes^on which the economic life ol' Juirope depends 

This situation reepnres to t/e met with the same courage as was displayeu 
on both sides duriitg the war The energy which was then thrown into the 
production of foodstuffs* mint bo r<‘vive'l and redoubled in order to restore 
the situation It must be made a ])omt of honour with the tilfins <if the soil 
in every country to show tluit peace can cxlnict from nature more than war 
luirope must ‘ake measures to pr> vide her'''-lf more largely with the food 
she rc<pnres in order that she may resume her fyll activities, and much can 
be offee ted it the necessary prepar.ilions are made without delay 

In^ regard to industry geiiorallyf* each Government inu'jt take steps to 
impress on its people that the limitation of pioduction ilirectly ak>ists tl^“ 
upwarc* movement of prices, and that it is liy increasing production that 
they can best help to solve the problem Every proposal which may assist 
111 this direction dcservc's the closest attention ^ 

Governments must cp^ operafo in the reconstruction of the common economi': 
life of Europe, vhich is vitally inter-related, by facilitating the regular 
inteichaiige of their jiroducts and by avoiding arliitrary obstruction of the 
natural flow of European trade • 

The Powers represented at the Conference re-altirm their determination 
to collaborate with a view tcj the execution of these aims 
4 Increase of Consumption ■ - Meanwhile, instead of restricting the standard 
of consumption in view of'this shortage of supplies, there is a gc-iieral tendency 
lo make heavier and heavier demands for the limited quantdies of '^oods 
that are avplable The increase of consumption takes the form of- an 
intensified demand to* commodities of every description The demand not 
only for foodstuffs, but for clothing, boots, and other manufactured articles, 
is^n -faost countries far in excess of the supply, while luMiries of eve'fy kind 
command a.,’'^adier sale than at almost any previous period 

Th« general extravagance now observable throughout the, world is a 
phenoijienon^which has almost mvanably fol'towcd m the footsteps fif every 
great human catastroohe It is well known to those who have lived "Jn a 
district which has suftered frem earthquake, and the histo^ of the g^eat 
plagues of Europe amply illustrates it, and t^e*results have always beefi 
ecr^nomically disas.t-'ous for the populations aficeftd It mu'i't be one of the 
first aims of each (k-vernment to lake suet: measures as ai^pcar appropriate 

* Etdos.ve of 
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to the circumst:ances of its own people to bring home to every citizen the 
f<l^t that ff'r the tiijic bcin^, until supplieu*are increased, it is by dimimslied 

• citftsumptioiT and^msclfisil denial that they are best ablt to help themselves 
and the world,* and that extravagance increases the natioAal dithcultics and 
penis , 

5 Credit :$nd Currency Inflalum —The immense increase in the spending | 
.power of Ei^rope whic]i is reflected in this extravagance has been brought 

• abevt by^red* and ciir^ncy inflation duiing the war Bioadly speaking, 
the general level of prices may be said to be the expression of the latio between 
^eudiii}? power on the one liand and the voluii|e of piijrhasahlo goods and 
Vrvices on the other In order to prosecute the war. ]>articularly in European 
countries, every Government found it necessary to I'nifase the ^amount of 
currency in circulation Unable to raise suiricieiit funds liy faxatioii and by 
loans from re.il savings, they were compelAs'’ to rtsoit 1o borrowing from the 

^ banks and the ust* of the prnitmg press Additional s|>en(ling power was 
thus placed in the hands ot the public at a time when the volume of purchasable 
goods was being reduciJd’* i‘or example, the note (irculation h.is giown 
approximALcV 4.S foUuw.s— 

In {Jic United Kingdom from /3<),0()l),000 111 19i»3 to nearly £159,909,<>00 
at the eml of 1919 (Aliout £120,000000 of the latter figure takes the 
^ ^pla<c oV gold coins m em ulation in I91a} , 1 

Im France^ frotii £230,01)0,000 in 1913 ti> £1,500,000,000 in 1919 , 

111 Italy’ from £119,000,000 in 1913 to OOO.OOO.t'OO m 1919 , 

• In Belgium’ from £40,000.000 111 l9l3 to ^,200.()0(),Ot‘A) in 1920 . 

While the war debts {which are closely couiiecli-d wi^h inflation) amount, 
in tlu‘ case c/ the Umtetl Isingdom^ to over £7,000,900,000 , 

In 1' *uice’ to /0,750,OtA),000 , * 

In Ital. ’ to £2*750.000.000. . 

In Geri'.^liny ’ (apart fronijliabilities for repaiation) to /9.500,000,000 , 

In the United St.itcsi to/S.OOO.noO.flOO > 

The total war debt oiMhe world is upj)ro\iniately £4(),0<A),000,()()() 
Throughout ICurupo, prues at pies<4it are, with f<*w extepfions, paper 
prices *ul gcflcUpiiies have silso risen, that is to say, gold has a dower 
purchasing power than it hatl before the wai I his is th<» iiuwitable lesult 
of the many economies which h.ive liecn clfecled in the use of .^oUl for 
monetary jiurjioses, and, on the other h.iiid, of tli* dispeisal of stocks of 
*gold previously ludd ni i'lirope and then excessiv^^- .Kcumul.Uion lu other 
countries Thus, in the UnitiMl States, althohgh th.* gohl st.indard remains 
effective, prices have advance<i 120 per cent over tlie ])re-w.ir level As the 
purchasing power of gold is ultimately the measure of ])iicc, it must l>e 
obvious that this change is itself responsible for miuh <if the increase in the 
price of commodities, when expressed in terms of the currencies of all 
countries 

A considerable part of the use in puces in Euio])o is due to this depreciation 
of g«ld, but^there is an additional depreciation due to excessive uBues of 
pa^er currency 'Fhe continual expansion of ]\iper issues with its necessary 
consequence of continuously depreciating excli.uig<- prevents Jthe gratit of 
the commercial credits leqinred by the situation, an<i thus fatally hampers 
the rc4!iinption of mtoi national commerce . » 

, It IS essential to the recovery df Europe that tlic inanuf'4cture of adcUtional 
paper money and Government credits should be brought to ajiUnd, and this 
must \:» efjected as soon as lh» war expcndituie has been terminated * 

O Profiteering —Excessive profit making, commonly known as proftlecTing, 
has resulted from the scarcity of goods Deflation find a check upon the 
Continuous ns$ of prices aviJI do much m idcll to eud the c’onditions thot 
make profitecung possibV »But, it is etscnlud, m order to obtain the 

’ No'.it.^Thc nat^nat currencies have m each case been converted into sterling at approximately 
par of exchange *•*♦*•! j 
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co-operation of all classes in the increase of production, that each Govern¬ 
ment should take such steps as are appropriate to the icircumj-.^anccs of .#ts 
own people to assilre and guarantee to the workers that the oiirdens ftiat * 
they are called u^on by their elforts to remedy are not aggravated by those 
who would exploit the economic dillkulties of Europe for their a.vn persoiuil 
ends. '> ■’ V ' 

7 Restriction of Government Expenditure. —Demobihzation has been effected 

by the Powers represented at the Conference al^ a far speedier’rate <ihan * 
toiild have been anticipated, but heavy abnormal cxpcndituro resulting /rom 
the war still requires to be m-^t (particularly in connection witli the restoration 
of the devastated areas) Such charges must be regarded as part of the 
w.u biirdun, bet in order to stop tli(' process of inflation and to start the 
process of tU'flalinn, the necessary measures must be imliat<;d by every counti v 
to balance renirrent Goveinmeat expenditure with national income and to 
begin at the earliest possible moment the lediiction of the floating ilebts . 
The best remedy of all is that debts should be reduced out of i<;‘Venne, but in 
so far as tins is not possibh*, floating debts siiould to consolidated by means 
of Jong term loans niised out of the savings of tho people,uaiid ii is out of 
the saviLgs of tho peoplt^ that any fresh capital expenditure must be provided 
The Governments here represented liave undwitakeii the consideration of • 
tho measures required forn-his purpose i ^ 

8 Restriction of Private Expcnditiire —Hut private iconomy is ik^L less 
urgent than econopiy m (iovernment expenditure ^ It is only by means of 
frugal living on the part of a’l classes of the nation that the capital can be 
saved which is urgently required for the repair of war damage, and for 
rcstonng efficiency to tlw equipment of industry, upon which foitime produc¬ 
tion depends It is of the utmost importance that it should be biougjit home 
to every citizen in each country thi^t just as in the war their private savings 
made available for the Government goods acd services urg^-iitiy needed for 
tl’.e prosecution of hostilKics, so in the period of reconstruction, economy 
by individuals will reduce the cost of essential articles both for thcmscivi's 
and for their fellows, and will set fi^^e capital for the reconstruction of their 
country and the restoration of the machinery of mdustsy throuV>iioiit tb" 
world . 

9 Collapse of Exchanges —Commercial intercourse, on tlic resumption of 

which the recovery of the world depends, is governetl by Hk; fou-ign excliaiiges., 
and most of the foreifiu exclianges have been to a gnsiler or less exfent 
disorganized during tile past year The discount of European currencies 
on New York approximately slands as follows-- ^ 


Pound '.telling 
h'lanc (I^lns) 
I'Vanc (Brussels) 
Lire 
Mark 


.At 

()l 

62 

72 

96 


The state of the exchanges does not reflect the true financial situation of 
the countries concern''d, provided their industrial life can be resumed. It is 
m part the result of depreciation m the purchasing power of the several 
cifirreiccies, but m part it results from tlie failure of exports Many countries 
are temporajily dependent on the importation of food, raw material, andj 
other peccssanes, and are not in a position to export nearly sufficient to furnish 
the requisite^means of payment. The resuK has been stwere competition 
for the very limited supply of bills of exchange which has forced dowit the 
rate of exchange beyond the pgint which properly represents the purchaHing 
bower of currencies in the buying and selling rotintrics In the degree iii 
which rates of exchange arc so forced dov n, tne ^nces of infports are forced 
up and the prices of food and raw material increased The nltimaie cure 
IS to rjise exports to the requisile jinunin-*’, and thi'. should be impTossed on 




APPENDIX XII 


465 


the liading communities ^affected, but it is no‘t immediately possible to 
increa^jj exports sulhcientlyj and unless step* are taken to iuruish a substitute 
th^«*&ituatioij>will ffapidly become worse. It is thercforc-^urgent to obtain a 
temporary balance of tra^e by means of commercial croilits accompanied 
by the reduction of all non-cssential imports to an absolute minimum. 

>10 of Ocrfi/'— Att'jmpts to manipuljitc the exchanges by ^ 

Clovernmcnt action will only retard ultim<ite recovery. Meanwliilc, means 
Inust be 5<>u-?id-to pnwent the brcakchnvn of trading opt^ratiuiis At the 
]>res®nt moment, the Govi.*rnmcnts of Europe arc not in a position to furnish 
more Gevernmint loans, except to a very limited lexten^t for the purpose of 
I'wlievmg extreme distress, and State aid in this m^ittcr would be at the best 
entirely inadc<pi.ite It is fnun the resumption (d commercial credits that 
the necessary me,ins must be found for securing the mtcfchan'ge of the 
resources of the workl, and the Conferencst assured that such credits will 
be foithconnng as soon as Goyeiriments liave taken steps to strengthen 
•confidence in their commercial’and financial policy 

The flowers represented t|ie (.'onference recognize, however, the nccessitv 
of continv^d coll.aboiation m this matter, and thl'y will continue to consult 
togcither regafdiVig the *’provision ,anci distributioiv of the necess.^ry raw 
inatcnals aid loodstutfs with a view to the eaily resumption of normal 
conditionxj ' * » 

They recognize, fyithei^* tlu' special positi^ui of the (levastatc<l countries, 
and particularly ot Erajice, having regard to the widespread devastation 
lyhich her tenilory has sullered, the con>e<juent <hmiiint.>‘h of her iminediati' 
lesources, and the heavy capital expenditure which slio must incur m restoring 
the damaged areas I he restoialiuii of the devastated areas is of primary 
impoitan i to the rcconstruc-ion of Icun.pc 

They Ina'* also h.al under < onsideralion the special position of Germany, 
where entci )»fl•^e is at present paialyzed and the jiossibility of obtaining 
conimercidl credit closed, by reason oi'thc fact that her obligations for 
lejiaration aie still totally unknown It is moit desirable, therefore, in the 
interests of the Allied ('oimtiic^, no les^ tlnin in tiiat of Caumany, that at 
the earlie^ pas'- ble moment the total ol l!u‘ re]>.iialH>ii payiuenls to be made 
(Germany uiuU'r the Tusity of V<“isaill(“s should hi' feed, and that, in 
accordance with the terms of the Ireaty and the reply of the Alhed and 
Associated Powers to the Gciman delegates da'.i-d tic Ifilh June, 1919, sh<' 
^-.liould bo onrblcd tt> obl.im ('sseiilial fciodstutfs .I'ul i.iw mateii.ils, and, if 
itccessary in the opinion of the Reparation ('ainmis'toii, sliould be allowed 
to raise abroad a loan to meet Iut immediate needs, of such amount and with 
such priority as the Reparation Committee may deem essential In the case 
of Austria, the Powers here iv'preseiited recognize thal even more active 
assistance may recjuirc to be given 

11 Need for Co-operaiion of all Classes —The r<‘vicw whieh llic ( onference 
has made ot the situation indicates that the prouss of rccoveiy of Europe 
must necessarily be a slow one, whicli cannot bo expedited by sliort-suts of 
anv clescription It can, however, be most seriously hampered by the dis¬ 
location of production by strikes, lock-outs, and iiiteriupliuns ifwork Stall 
kinds The civilization of Eutope has indeed been shaken anrl set back, 
but it 4 S far from being iiTctrievably ruined by tlu* trcmen<loiis struggle 
through which she has passed. The restoration of her vitality now depends 
*on the whole-hearted co-oporation of all her children, wlio 1 ace it in their 
own power to delay or to accelerate the process of reconstruciiQn It is the 
hope of cvftry Government that improved conihlions of livelihood and of 
cmiMoymcnt may be assured to the workers To s cure this result, each 
mdividual must contribute lusTicst cffoits ti/'the restination i/'f his country, 
Taking the Alltpd Countn«^ as a whole, cEi? recovery of industry has been 
remarkable. Nearly eighteen months liavc ]iasscd since hc->'tihties tcrminat •’d, 
and fb» 5 'caction which necessarily followed the tease strain of the war 's 

so-(172a) • , * 
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gradually passing The citizens of every country are once again resuming 
the normal occupations of hon?je life, and in their renewed labours the 
Conference sees a Cv’.ear sign of renewed prospenty ' ‘ 

12. Smnmary cj Conclusions —In view of the’above corsideiations, the 
Supreme Council, after a careful survey of this vitally urgent problem m all 
its aspects, agree upon the following recommendations with a’'’view tot-\e 
amelioration oi the present economic difhcultics of l^uropc— 

(1) It IS of paramount importance that peach conditiO‘'.s, should be, 
fully and completely restored at the earliest possible moment throu^^iout 
the world In o^der ti' achieve this object it is desirable- - 

(a) That j'cace and mVmal economic relations should be re-established 
as soon as possible throughout Kastern Jiuropc; 

(fc)*That armies should everywhere l)c reduced to a peace footing, 
that armaments should by^ bnntcd to the lowest possible figure com¬ 
patible with national security, and that the Iveagiie of Nations shouh’ be 
invited to consider, as soon as possible, proposals to this end , 

(c) That the States which have been crcafcci or enlarged as Ihc'Vcsiilt 
of the war should at* once rc-estabhsii full a^iid friendly co-opcration, 
and arrange for t);e iiiircstnctcd interchange of comiVioliities in order 
that the essential unity of Kuropean economic life may not'be’^impaired 
by the election of artificial economic b<irriejs 

(2) Not only the Government of each country, but all those engaged*i.i , 
the task of production m cviTy land, should give imnncdiatc attention to 
the execution of< all measures whuh will contribute to the full resumption 
of peaceful industry, to tl/u encouiagemcnt of better output on the part 
of the worliers ifi evt'ry country, to the improvement of machinery and 
means of transport.ition, and tl.c removal of sucli disturbinr factois as 
profiteering. 

(3) Kacli Government should at once consider means for i^fging upon its 
nationals in every rank of life the vital iK^ccssity of suppressing extrava¬ 
gance and ’•educing expenditure, so as to bridge the gap whicli mu-.t for 
some years exist between the demand for and ilic supply of essential 
commodities 

(4) It IS cs'ontial th.it early steps be Caken to secure the deflation of 
credit and currency (a) by the red”ction of recurrent Government expendi¬ 
ture within the limits of revenue, (6) by the imposition of such additional 
taxation as is necessary to secure this result, (c) by the funding of short 
term obligations by‘mean’- of loans subscribed out of the savings of the 
people, and (tf) by the immediate limitation and gradual curtailment of 
the note circulation. 

(5) The provision of raw niatcnals being essential to the restoration of 
industry, means should be found by which the countries which are in present 
conditions of international exchange unable to purchase in the world 
markets, and so are unable to re-start their economic life, can obtain 
conrmercial credits It will be possible to achieve this when the countries • 
have made the reforms indicated in the foregoing paragraphs 

*■(6) The Powers represented at tlic Conference recognize the necessity for 
continued co-opert'd.ion between the Allies and for removing obstacles to 
^the easy interchange of essential commodities They will conbnuc to 
ccjhsult togelho’' regarding the provision and distribution of necessary raw 
matenals''a-id foodstuffs with a view to the early restoration of normal 
conditions.'■ 

(?) The’Powers represented at the Conference have given carcdul ilttentioii 
to the special caso of the devastated regions, and more particularjy of 
Northern France. The restoration of the^ areas is of primary importanrc 
for the re-estabhshment of the economic ef]fi\>fibnum of Europe and the 
. resumption of frormal trade conditions'’ It is evident that the large sums 
rr^piired for this purpose cannot be provided out of current rev^urme, nor 
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can the work’ of resloiaiion be postponed until the reparation due from 
^icriftany'^nder tjie Tr«ft,ty of Peace Ifes been received Under these 
Ctrcumstai^es tlfe Powers represented at the Conference recognize that the 
capital sums Acquired for this restoration may properly bc^raised by market 
Joans in fjiiicipation of the reparation payments provided by the Treaty, 
^nd tl/at Pie restrictions which they desire to see jiiaced on new borrowing 
, do not apgly to loai^ and credits raised for the purpose of meeting this 
afcmormffl ca^^ttal expen^ture 

^8) The Powers •represented at tlie Conferen|:i have taken under con- 
•siderafton Article 235 and cognate articles of JhJXieaty of Versailles, and 
\the passages in the letter addressed on the Idth June, 1919, by the Supreme 
Connul to the Gorman Peace Delegates, which contomplatci tha^ Germany 
^shall make proposals for fixing the total of the payments to he made by 
l^er by way of reparation, and that facftikcs may be given her to obtain 
iicci^ssary foodstuffs and raw *iatenals m advance of payments being made 
by#w<iy of aeparalion The Powers arc agreed that it is dcsiiablc m the 
interest al.ko of GeinJan^ find of her creditoi^ that the total to be paid 
by licT^foriTi^^aration* should be fixed at an early date They observe 
that imdijr the Protocol to the Treaty a period iff four months kom the 
signature of the Treaty w^s provided (kiring which Germany should have 
. J.he riglPt to make prof^nals of tile kinfi referred to, and they arc agreed 
Iha^ in the circimistanccs as they exist* to-day such period should be 
extended.•» • • 

Whitehall (gardens, S W 1, 

Sth ^larch, 1920 




